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F you have a corporation to be organ- 
| ized for a client to-day, why follow, 

in erecting the corporate structure, 
precedents and forms of bygone years 
that may deprive your clients of many of 
the corporate advantages that modern 
corporation laws have made possible 
and modern corporation attorneys per- 
fected? There are ideas for issuance 
and retirement and special preferences 
of preferred stock that make. financing 
easier; ideas for alternate directors, 
Management committees, etc., that 
make for more efficient control in emer- 
gencies; ideas for avoiding friction, 
speeding up corporate action, safeguard- 
ing minorities, etc., that make a modern 
corporate structure as superior in many 
respects to the model of a few years ago 
as the corporation was superior to the 
partnership. The greatest corporations 
in America have been organized by their 
attorneys through The Corporation 
Trust Company, and the greatest minds 
among America’s corporation attorneys 
place their corporation business always 
through this company. Hence the best 
precedents for any detail of corporate 
structure are available to you when 
you use this company’s services in 


Chicago, 112 W. Adams St. 
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With the services of The Corporation 
Trust Company it is as easy nowadays for 
a lawyer to incorporate or qualify a cor- 
poration, amend its certificate, withdraw 
it, or dissolve it, or reinstate it, in the far- 
thermost state or territory, or any Cana- 
dian province, as it is in his own home 
state. The offices and representatives of 
The Corporation Trust Company in every 
state and territory of the United States 
and every province of Canada constitute 
virtually that many extensions of each 
lawyer’s own office when he has any cor- 
poration matter to be acted upon. 
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Deductions for Losses Arising 
From Contingent Liability 


HEN should, deductions be taken for losses 
\ \ arising from the discharge of contingent lia- 


By J. D. WricHT* 


bility? If taxpayer’s books are kept on an section. 


accrual basis of accounting, no difficulty arises. In 
such case the rule is that the losses should be de- 
ducted for the year in which it appears that the 


primary obligor will be unable to 

make restitution. Likewise, the 

same rule applies in the event that 
taxpayer’s books are kept on a cash 
basis if it appears that the contin- 
gent liability has been discharged 
by a cash payment. Where, how- 
ever, payment is made by note, and 
| taxpayer’s books are kept on a cash 
basis, inconsistent court and Board 
of Tax Appeal decisions are the 
cause of considerable confusion. 
| These decisions should be examined 
carefully. 

It is important, however, to first 
have in mind those legislative pro- 

visions which may prove applicable. 
| Section 23 (e) of the Revenue Act 
of 1928 provides in part as follows: 

(In computing net income there shall 
| be allowed as deductions:) 

(e) Losses by individuals—In the case 
of an individual, losses sustained 
during the taxable year and not 
compensated for by insurance or 
otherwise— 


(1) if incurred in trade or business; or 
(2) if incurred in any transaction entered into for 
profit, though not connected with the trade or 


business. 


Reference is made to this provision only for the 
§ reason that, in some of the cases to be considered, 








Baldwin, Cleveland, O. 





* Attorney at Law: of Garfield, Cross, MacGregor, Daoust and 








J. D. Wricut 


losses arising from the discharge of contingent lia- 
bility are held to be deductible by virtue of this 
Such losses, however, would seem to come 
clearly within the provisions of Section 23 (j), which 
deals with “bad debts,” rather than within the pro- 
visions of the section just quoted. This conclusion 


seems warranted by reason of the 
fact that it is the guarantor’s right 
of subrogation to the creditor’s 
claim against the principal debtor, 
which, if ascertained to be worth- 
less, causes a loss. Payment alone 
of the obligation may conceivably 
result in no loss at all. For ex- 
ample, upon payment by a guarantor 
of the principal debtor’s obligation, 
the debt formerly due the creditor 
becomes due the guarantor by op- 
eration of law, and it is this debt, 
which, if worthless, gives rise to a 
loss. If the debt does not prove to 
be worthless, obviously there can 
be no loss. 

Assuming, then, that the loss in 
question is a “bad debt loss”, fur- 
ther reference to Section 23 (j) be- 
comes necessary. Its provisions 
are as follows: 

(In computing net income there shall 
be allowed as deduction:) 

(j) Bad debts.—Debts ascertained to 

be worthless and charged off with- 


in the taxable year (or, in the discretion of the Com- 


missioner, a reasonable addition to a reserve for bad 
debts); and when satisfied that a debt is recoverable 


only in part, the Commissioner may allow such debt 
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to be charged off in part. 
The apparent effect of this section is obviously 
to permit the deduction of bad debts for the year in 
which ascertained to be worthless and charged off. 
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Our question is not, however, answered this easily. 
Problems of this sort must be answered in the light 
of the Revenue Act taken as a whole and, if possible, 
effect must be given to all applicable provisions. 


Accordingly, it becomes necessary to refer to Sec- 
tion 41, which states the general rule in regard to 
“accounting methods,” and Section 43, which deals 
specifically with the time for taking deductions under 
the various accounting methods. 


For reasons of convenience, Section 43 will be con- 
sidered first. It provides: 

The réductions and credits provided for in this title shall 
be taken for the taxable year in which “paid or accrued” 
or “paid or incurred,” dependent upon the method of ac- 
counting upon the basis of which the net income is com- 
puted, unless in order to clearly reflect the income the 
deductions or credits should be taken as of a different 
period. 


Having proceeded on the assumption that the 
losses in question arise from debts which have been 
ascertained to be worthless, rather than from the 
mere payment of a guarantor’s obligation, it is ap- 
parent that, although this section purports to ap- 
ply to all deductions and credits authorized by the 
Revenue Act of 1928, its language does not permit 
of ready application to the treatment of “bad debts.” 
The point however is not material. The same effect 
obtains under Section 41, which states the general 
rule to which Section 43 is merely incidental. Refer- 
ence should, however, be made to the meaning of the 
words “paid or incurred,” and “paid or accrued” 
which, although not appearing in Section 41, do ap- 
pear in Section 43, which, after all, merely amplifies 
Section 41. In this connection a discussion of the 
difficulty which has been encountered in defining 
them may be dispensed with. For present purposes 
it may be simply said that their meaning should 
be limited to such as their context may require when 
taken in connection with the system of accounting 
under which they are to be applied. 

So far as applicable, Section 41 provides: 

The net income shall be computed upon the basis of the 
taxpayer’s annual accounting period (fiscal year or calen- 
dar year, as the case may be) in accordance with the meth- 


od of accounting regularly employed in keeping the books 
of such taxpayer; 


The effect is to compel the taxpayer to attribute 
his losses to such taxable year as good principles 
of accounting, when applied to the system employed, 
demand. 

The rule is not, however, without its exceptions, 
and whether or not an exception exists in the pres- 
ent case, is of immediate importance. But let us 
assume for the moment that no question of the 
existence of an exception is involved. What is the 
result? Under the cash basis, the controlling factor 
in the treatment of all transactions is the receipt and 
disbursement of cash. Accordingly, where payment 
is made by note instead of by cash, good principles 
of accounting will not permit a deduction to be 
taken. 

This presents to the taxpayer the dilemma of 
choosing between the rule as stated in Section 23 (j), 
to the effect that “bad debts” shall be allowed as 
deductions for the year in which ascertained to be 
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worthless and charged off, and the rule which ob- 
tains under Section 41, that in no event can “bad 
debts” be deducted until there has been an actual 
disbursement of cash. The conflict is apparent. 
Section 41, presents the general rule for the computa- 
tion of all net income. Section 23 (j) applies squarely 
to all “bad debts” regardless of the nature of the 
transaction from which they arose. By its language, 
no exception is afforded. Although it seems fair 
to assume that in choosing the language employed, 
Congress did not contemplate the present situation, 
no authority is accorded judicial bodies thereby to 
speculate as to what language would have been 
chosen if the present situation had been con- 
templated. A contrary rule would permit of judicial 
legislation. Accordingly, the answer to our ques- 
tion must be found in the rules of legislative con- 
struction. Although the scope of this article will not 
permit an exhaustive review of the authorities deal- 
ing with this particular question, it may be observed 
that the general rule would seem to require a legisla- 
tive enactment dealing with particulars to control 
over a legislative enactment dealing with general- 
ities in the case of a conflict between the two. 


Under this rule, Section 23 (j), would be held to 
apply to the losses in question, thus permitting their 
deduction for the year in which ascertained to be 
worthless and charged off. The fact that there 
had been no cash disbursement within the year in 
question, would necessarily have to be disregarded. 


With the above mentioned statutory provisions in 
mind the decisions may now be referred to. Al- 
though the decisions to be examined have to do with 
those Revenue Acts which were in force prior to 
1928, they are nevertheless applicable under the 1928 
Act for the reason that the sections involved are sub- 
stantially the same. 


In the Appeal of S. R. Davis,’ it appeared that the 
taxpayer had sought to take as a deduction for the 
year 1921, the amount of notes given by him in that 
year in discharge of certain obligations for which he 
was secondarily liable. It further appeared that the 
principal debtor had been adjudicated a bankrupt and 
that the issuance of a final dividend to creditors of the 
bankrupt had both occurred within the taxable year. 
The Board held that inasmuch as there had been 
no cash disbursement within the taxable year, the 
loss could not be deducted. In reaching this con- 
clusion, the Board argued that the situation was 
analogous to the case of payment by note for services 
rendered, and that the rule applicable thereto was 
also applicable to the loss in question. In this con- 
nection it will be recalled that one of the premises of 
this article is that the losses in question are “bad 
debt” losses, and deductible as such, rather than as 
“business losses.” If this premise be sound, the 
analogy just referred to must necessarily fail. 

The question was next considered in the Appeal 
of Morris Sass.2 The rule laid down in S. R. Davis, 
was followed, the Board saying in the course of its 
opinion: 

The giving of a note does not constitute a disbursement 
or deprivation of cash nor does it necessarily constitute 


19 BTA 755 (Dec. 21, 1927). 
212 BTA 156 (May 28, 1928). 
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the disbursement of the equivalent thereof. In giving his 
note to the bank, petitioner gave evidence of his indebted- 
ness in the amount of $19,253.54 incurred as a guarantor, 
but being on the cash receipts and disbursements basis 
he did not sustain an actual and deductible loss, i. e, a 
deprivation of his property, until he paid the note subse- 
quent to 1919. S. R. Davis, 9 BTA 755. 


On October 24, 1928, the Circuit Court of Appeals 
for the Seventh Circuit, without opinion, reversed the 
Board’s ruling in the case of S. R. Davis,’ thereby 
permitting the deduction for the year in which the 
note had been given. 


The Board next had occasion to consider the ques- 
tion in the Appeal of A. W. D. Weis,* the Board in 
this case holding the loss to be an allowable deduc- 
tion for the year in which the taxpayer’s note was 
given. Although the Board again had before it the 
case of losses arising from the investment of bor- 
rowed capital which had not been repaid, it distin- 
guished the case of S. R. Davis® only by asserting 
that in that case the taxpayer’s right of subrogation 
had not been shown to have been ascertained to be 
worthless within the taxable year. The attempt 


to distinguish appears at page 1289 of the Board’s 
Opinion in the following language: 


In that case (S. R. Davis, 9 BTA 755) it appears that when 
the petitioner gave the notes in controversy, he received in 
exchange the notes of the corporation due him on account 
of funds advanced. At that time the corporation was in 
the hands of trustees in bankruptcy and it was not known 
that its assets were insufficient to pay any part of the 
claims of its creditors. The transaction giving rise to the 
loss claimed and represented by the petitioner’s notes had 
not been finally closed. In the instant case’no such situa- 
tion existed and therefore we are of the opinion that the 
Davis case establishes no rule upon which the issue here 
can be decided. 


The distinction seems unwarranted in view of 
the Board’s finding of fact in the Davis case, that 
adjudication of bankruptcy of the principal debtor, 
as well as issuance of a final dividend to creditors 


of the bankrupt estate, had occurred within the tax- 
able year. 


Subsequently, application was made for rehearing 
in the Appeal of Morris Sass,> on the ground that 
the principles therein set forth had been reversed 
by the Circuit Court’s decision in the case of S. R. 
Davis v. Commissioner." The application was granted, 
but the Board’s prior ruling was affirmed,® the Board 
again taking refuge in an assertion that the taxpayer 
had not shown his right to subrogation to have been 
ascertained to be worthless within the taxable year. 
The Board said inter alia: 


Even under the petitioner’s claim, in order to become 
entitled to a deduction of this amount, it is incumbent up- 
on him to show by a preponderance of the evidence that 
the obligations of the borrowers, whose notes he had 
guaranteed, were worthless in the year 1919 and this he 





39 BTA 755 (Dec. 21, 1927). 

413 BTA 1284 (Oct. 30, 1928). 

59 BTA 755 (Dec. 21, 1927). 

®12 BTA 156 (May 28, 1928). 

* Oct. 24, 1928 (CCA- 7). No written opinion. 
817 BTA 261 (Sept. 17, 1929). 

"See footnote 8. 

13 BTA 1284 (Oct. 30, 1928). 
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has failed to do. The mere fact that the bank called upon 
petitioner to take care of the unpaid notes of others, the 
payment of which he had guaranteed, and that he gave 
to the bank his promissory note does not of itself prove 
that he has sustained a deductible loss in the year in which 
he gave his note. When petitioner gave his note to the 
bank he was subrogated to all rights of the bank against 
the makers of the notes remaining unpaid at the time and 
there is not sufficient evidence in this record to convince 
the Board that the notes given to the bank and taken over 
by petitioner were worthless and uncollectible in the tax- 
able year. This fact distinguishes this case from the pro- 


ceeding of S. R. Davis, 9 BTA 755, and A. W. D. Weis, 13 
BTA 1284. 


It seems fair to assume that the Board, in writing 
its Opinion in this case, saw fit to acquiesce in the 
Circuit Court’s decision in the case of S. R. Davis v. 
Commissioner,® as well as to reaffirm its own opin- 
ion in the case of A. W. D. Weis.° Otherwise, its 


attempt to distinguish the Sass case would have been 
meaningless. 


Unfortunately, however, the question had not yet 
been finally disposed of. 


On the same day that the second ruling in the 
case of Morris Sass was promulgated, the Board 
had further opportunity to consider the question 
in the case of A. James Eckert," this time hold- 
ing the loss to be not properly deductible until the 
year in which a cash disbursement might be made. 
No mention was made of either the Weis case or 
of the Circuit Court’s decision reversing the Board’s 
ruling in the Davis case. The opinion is based al- 
most entirely on language used by the Board in its 
first decision in the case of Morris Sass,}* and that 
case was quoted from at some length. Strangely 
enough, the Board for additional authority for its 
stand, referred also to its second opinion in the Sass 
case,!* in which it will be recalled, the Board had 
allowed its earlier decision in the Weis case,* as 
well as the Circuit Court’s decision in the Davis case, 
to go unchallenged. 


To add further to this confusion, the Circuit Court 
of Appeals for the Second Circuit, affirmed the 
Board’s opinion in the Eckert case.** In its opinion 
the Court went so far as to hold that the taxpayer’s 
right of subrogation having been valueless at the 
time acquired, the “bad debt” provisions were not 
applicable. The court then proceeded to treat the 
loss as deductible under 214 (a) 4,%° which dealt 
with “business losses.” 


The situation as above disclosed would seem to 
indicate that the need for an answer that is 
theoretically correct, has faded considerably in 
importance before the need of any answer that may 
end the present confusion. 


Fortunately an application for a writ of certiorari 
has been granted by the U. S. Supreme Court in 
the case of Eckert v. Commissioner.* An end to this 
controversy may be expected in the near future. 


117 BTA 263 (Sept. 17, 1929). 

12212 BTA 156 (May 28, 1928). 

1317 BTA 261 (Sept. 17, 1929). 

1413 BTA 1284 (Oct. 30, 1928). 

1 Eckert v. Commissioner, 42 Fed. (2a) 158 (June 2, 1930). 
1% Revenue Act of 1924. 

MSi S: Ce. Fe. 

























































































































































































































































































































































































































































The Integration of Governments 
and Fiscal Systems 


By SIMEON E. LELAND” 


NDER a Federal system the problem of inter- 

| | governmental relations is complex. Not only 

is there the question of what functions may be 

performed but also the question of how each gov- 
ernment is to be supported. 

Under the Articles of Confederation, the Con- 
tinental Congress requested the states to pay money 
to the central government so that accumulating bills 
could be discharged. The break- 
down of a fiscal system based upon 
“respectful pleas” for ready cash 
led to the formation of a federal 
government clothed with the taxing 
power. The mere creation of sep- 
arate fiscal systems, however, did 
not separate the two governments. 

As each performed its functions, 
problems of inter-governmental re- 
lations arose, which have become 
increasingly complex as our politi- 
cal system has become entangled 
with a maze of local subdivisions. 

In the United States the situation 
is ridiculous. There is a large cen- 
tral government which possesses 
only delegated powers conferred to 
it decades ago. These powers, then 
as now, are largely defective and 
prevent the establishment of an 
efficient centralized government 
capable of meeting contemporary 
economic and _ social problems. 

Only a liberal interpretation of the 


Nor do these governments allow the localities to 
solve their own problems. Local self-government 
has been circumscribed with inhibitions imposed by 
state constitutions, general assemblies and charter 
bodies. The demand for “home rule” and for 
metropolitan consolidation indicates the limitations 
under which the urban community has been gov- 
erned. Not only is their government of very limited 
scope but these agencies are seldom 
allowed to support themselves by 
completely reaching the taxable 
capacity found within their terri- 
torial limits. This consequence is 
achieved by restricting municipali- 
ties to the use of antiquated objec- 
tive tax systems which are incapable 
of reaching personal ability to sup- 
port government. A _ few states 
have recognized their obligation to 
the municipalities which they have 
created and are administering cer- 
tain revenue devices for their (par- 
tial) benefit; they have not given 
these communities complete con- 
trol over their own affairs, however, 
nor yet adequate representation in 
the legislative assemblies of the 
state. 

In short, the framework of our 
government has become enshrined 
with a prestige of antiquity which 
has rendered change or experimenta- 
tion difficult. Only the cost of this 





Federal powers has enabled the 
National Government effectively to 
cope with the major issues of to- 
day. The states which have powers reserved 
to them are also most ineffective. The exercise 
of these powers has been limited by constitutional in- 
hibitions which have been made so difficult of modifica- 
tion that the majority of states must constantly strive 
to amend their fundamental laws so that the problems 
of the past decade may be met before the coming of the 
next. In the field of revenue, for example, the 
power of taxation in about 30 states is practically 
limited to a form of raising revenue that has been 
condemned for decades and abandoned by enlight- 
ened countries for an even longer period. On the 
other hand, those states which possess constitutional 
freedom to a satisfactory degree are unable success- 
fully to regulate the affairs of citizens and busi- 
ness because economic and social life is no longer 
local in character. Long ago, for example, the states 
abandoned the attempt to regulate the railroads. 
Now, practically all interstate commerce is beyond 
their control, yet the central government can not 
completely regulate this activity. 


* Associate Professor of Economics, University of Chicago. 


Simeon E. LELanp 


governmental structure, which in 
the aggregate has passed the point 
of tithing, is awakening taxpayers 
to the need for change. The desire to control the } 
cost of government, or more equitably to distribute | 
the burden of this cost; can not be achieved if con- } 
sideration is given only to taxes or public expendi- | 
tures; the functions and structure of government | 
must be considered as well. 

The major problem confronting government is to | 
bring our political structure into juxtaposition with | 
our economic and social sphere. The failure of gov- | 
ernment to occupy this sphere has decreased the [ 


value of its service and multipled its cost. Industry 


has been integrating itself while governments have | 
been needlessly multiplying. It would seem that | 
the tendency in industry might profitably be fol- | 
lowed by governments. 

The integration of governments, as a constructive | 
policy, can begin with the elimination of the town- | 
ship. This unit of government was the old English 
parish transplanted to new soil.? Its adaptation to | 
America is explained by the nature of New Eng- | 


_ 1Only 23 states make use of township government at the present | 
time. Cf. Wager, County Government in North Carolina, pp. 50-51. 
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land colonial settlements,* by the type of the land 
there found, which was suitable only for small 
farms, and by the presence of Indians against whom 
the colonists were forced to defend themselves. In 
the South where settlements were made by indi- 
viduals rather than religious congregations, where the 
land was suitable for large-scale cultivation, and 
where hostile Indians were farther away, the town- 
ship unit did not develop. Its existence, therefore, 
was not due to political necessity, nor is it re- 
quired today.* 


The size of the township seems to have been 
determined by primitive transportation facilities. 
One writer has said the township “would consist of 
about as many farms as could be disposed within 
convenient distance from the meeting house, where 
all inhabitants * * * gathered every Sunday, com- 
ing on horseback or afoot.” *® Asa result the number 
of townships per state is very large. In Iowa, for 
example, there are 1675, in Kansas 1500, in Ohio 
almost 1400, in Michigan 1376 and in Missouri 1299. 
In Illinois the number of townships is uncertain— 
some counties have them; others get along nicely 
without them. In 1922, the state superintendent 
of public instruction reported the number of Illinois 
townships as 1656, while the Jilinois School Report 
for 1908-10 listed the number as 1882.6 The Census 
Bureau in 1910 reported 1434 townships for the 
state.” In Ohio the average area of each township 
is about 30 square miles and contains less than 
1,000 inhabitants. It is needless to add that many 
of these townships are too small and possess too 
little wealth to support the few functions of govern- 
ment which they struggle to maintain, namely the 
building of local roads and the maintenance of single- 
teacher or one-room schools, duties which could better 
be performed by larger political units. 


The time has also come for abolishing such special 
functional units as special districts for schools, 
roads, drainage, sewage, water, fire prevention, 
parks, street lighting, libraries, flood control, weed 
control, mosquito abatement, moth extermination, 
tree planting, and bridge building. These districts 
have been created in the main to perform special 
tasks, the completion of which removed the occasion 
for their continuance, yet many of them have lived 


? Fiske, Civil Government in the United States, p. 39. “The towns- 
folk went on making by-laws, voting supplies of public money, and 
electing their magistrates in America, after the fashion with which 
they had for ages been familiar in England. Some of their offices and 
customs were of hoary antiquity. If age gives respectability, the office 
of constable may vie with that of King; and if the annual town-meeting 
is usually held in March, it is because in days of old, long before 
Magna Carta was thought of, the rules and’ regulations for the village 
husbandry were discussed and adopted in time for spring planting. 

3 These settlements were movements of church congregations ratner 
than movements of individuals. Cf. ibid., pp. 16-17. 

_*Cf. Lacy, Government Costs and Farm Relief, Commerce and 
Finance, November 26, 1930, p. 2191. “A generation ago there was a 
justification for the township unit of government. A radius of three 
or four miles then reached the limits of the rural !vcality—that was 
about the range of the circle of our personal acquaintances. That small 
territory constituted the neighborhood. The automobile, radio, tele- 
graph, telephone, daily press, and rural free delivery have ee 
the neighborhood area and given us a radius ten times as great and a 
locality a hundred times as large. : 2) 

In the horse and buggy age, twenty miles was a day’s journey; 
now 200 miles in an automobile is a matter of hours. hat does ail 
this mean? It means that the unit of government can be enlarged 
without a surrender of the principle of local self government to which 
we are all committed. In practical effect, our townships are not as 
large now as a section of land was thirty years ago. It is as ridiculous 
to maintain a township government now as it would have been to 
maintain a section government a generation ago.” 

* Ibid., p. 18. “es 

® Swift, Public School Finance in Illinois, p. 1. f 

7 Fourteenth Census of the United States, Vol. I, Table 53. 
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on. Others were created to avoid the provisions of 
existing tax rate and debt limitation laws, each new 
district being given full power to levy taxes and 
borrow money to the limit. of the laws; still other 
were frankly created to provide more jobs with more 
patronage for political rings; when they could not 
support themselves subventions were granted by the 
state. Needless to add, our political labyrinth was 
made increasingly complex by the multiplication of 
these special districts. In Illinois in 1922 there were 
11,879 special school districts;*® in 1925 there were 
1,488 road districts.° Within a radius of 50 miles of 
the city hall in Chicago there are 1,731 governmental 
agencies concerned with matters of public health.’° 
Little wonder is it that Illinois has over 16,000 gov- 
ernments of various kinds.7 In 1926 New York had 
9,771 school districts which averaged about 20 
farms per district in the rural areas.‘ Each district 
had from one to three trustees, a clerk and a col- 
lector, all of whom were elected—a minimum of 
29,313 and a maximum of 48,305 officials—to employ, 
in 7,593 districts, only one teacher. Ohio, in 1926, 
had 2,400 school districts with enrollments ranging 
from less than 10 to over 150,000. Two hundred and 
ten districts contained only one-room schools, but 
elected boards of five members to administer them 
and direct the activities of their solitary school 
teachers. In several hundred districts and a few 
counties the number of members on the school 
board exceeded the number of teachers employed; 
in 500 districts there were “less than one hundred 
children of school age.”4* This type of financial 
gerrymandering has left many districts without 
sufficient taxable resources to support government 
while other districts have “suffered” from a 
plethora of wealth. In New York, for example, 3 of 
the 9,773 school distrig¢ts have taxable property. of 
less than $11,000, while 37 districts each possess 
over $10,000,000 of taxable property.* In 84 districts 
the taxable property is less than $20,000, while in 
4,045 districts it is less than $100,000. On the other 
hand, 599 districts have over $1,000,000 in taxable 
property, while 5,728 districts each possess over 
$100,000 in taxable wealth.25 Such mal-distributions 
of taxable resources have been offset by resort to 
8 Swift, op. cit., p. 1 


® Auditor of Public Accounts, Statement of Indebtedness of the 
State of Illinois and the Political Subdivisions Thereof, January 1, 1925, 


a 

1 Robert F. Steadman, Public Health Organization in the Chicago 
Region, pp. 9-10. ‘“‘There are 101 governmental agencies with super- 
visory jurisdiction, including the United States Public Health Service, 4 
state health departments, 2 county health departments, besides 39 other 
federal and 55 other state agencies either primarily or secondarily inter- 
ested in public health administration. There are 326 separate governments 
that provide direct health protection, as follows: 41 cities (31 in Illinois, 
9 in Indiana, 1 in Wisconsin); 21 towns (20 in Indiana, 1 in Illinois) ; 
140 villages (139 in Illinois, 1 in Michigan); 119 townships (113 in 
Illinois, 3 in Michigan, 3 in Wisconsin); 5 counties (all in Indiana). 
Besides all these, there are 17 ad hoc governments created solely to 
met the needs of health and sanitation, including 11 sanitary districts, 
4 county and 1 municipal tuberculosis sanitarium districts, and 1 pub- 
lic health district. Finally, besides these 444 agencies, there are nearly 
1,000 school districts, some 60 park districts, 4 forest preserve districts, - 
some 70 library districts, over 150 drainage districts, and 3 mosquito 
abatement districts with same incidental health functions.” * Ki 
“Exclusive of federal and state agents, who are not numerous in the 
Region, there were in 1928 only 1,304 persons employed full-time in 
direct health work, and of these 1,122 were ar by Chicago, 
103 by other municipalities, 35 by the Sanitary District of Chicago, 
35 by the various counties, 8 by the Berwyn Public Health District, 
and 1 by the townships.” 

1 Auditor of Public Accounts, supra, p. 3. | 

12 Compton, Fiscal Problems of Rural Decline, p. 110 n. 

13 Report of the Joint Legislative Committee on Economy and Taza- 
tion ns the Etghty-Sixth General Assembly, December, 1926, p. 180. 
= yo op. cit., p. 104. 

id. 
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state aid but this course only perpetuates the evil 
of special-district government. The remedy is a re- 
formation of the structure of government and the 
abolition of the special district. 


The next step should be the consolidation of coun- 
ties, followed by their eventual elimination. “We 
have them because our fathers and grandfathers had 
them.’?® The English settlers, being familiar with 
the English county as an administrative unit 
brought it, and its corps of customary county offi- 
cials, with them when they settled the Atlantic 
coast. Geographical and population differences ac- 
counted largely for the relative size of the counties 
established. 


This unit of government is now 297 years old 
in America. The first county was established in 
Virginia in 1634; Massachusetts in 1636 divided 
its territory into 4 judicial districts which were 
organized as counties in 1643; New York followed in 
1664, and so firmly was the tradition established in 
that state that “in the main the structure of local 
government and the way in which local problems 
are handled have not been changed since the state 
was created. In fact, some aspects of present in- 
stitutions have not been altered since the English 
established the provincial government of New York 
after driving out the Dutch in 1664. * * * the 
main features of county government have not been 
changed in the 146 years since New York became 
a state. * * * Where changes have been made they 
are of a patchwork character.’’® 


The mere number of counties per state furnishes 
a prima facie case for consolidation. In 1900 there 
were 2,852 counties in the United States; in 1928 
there were over 3,073. They range in number per 
state from 3 in Delaware and 5 in Rhode Island 
to 160 in Georgia and 253 in Texas. In Kentucky 
they number 120, in Missouri 114, in Kansas 105, 
and in Virginia and North Carolina 100. The 
smallest county is Bristol, in Rhode Island, covering 
25 square miles.2® The largest county in 1900 was 
Custer County, Montana, having an area of 20,490 
square miles; since 1910 the largest county has been 
San Bernardino County, California, which has 20,157 
square miles.”° There are sixty counties with areas 
exceeding five thousand square miles. The average 
size of counties is 913 square miles, while the median 
county contains about 600.” 


The number of officials required to run these petty 
governments is enormous. In Pennsylvania, 67 
counties have a minimum of 1,541 county officers, 
an average of 23 officials per county. In Indiana, 
in addition to over 1,000 township trustees, there 
are “276 county commissioners, 644 county council- 
men to watch the county commissioners, 3,048 mem- 
bers of the advisory boards as sort of guardians over 


16 Fiske, op. cit., p. 48. The quotation continues: “and thus if we 
would find out the true reason we may as well go back to the ancient 
times when - forefathers were establishing themselves in England.” 
Ibid., pp. 48-4 

v Gilbert, The County, p. 17. 

18 Report of Special Joint Committee on Taxation and Retrenchment, 
1923, pp. 11, 12, 

9 Fairlie, Local Government in Counties, Towns and Villages, p. 60. 
New York County, which is the Borough of Manhattan, is 22 square 
miles in area and is excepted here along with other municipalities which 
are counties. 

20 Ibid. 
21 Wager, The Counties of North Carolina, pp. 32-33. 
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the 1,000 and more trustees,” and in addition over 
1,000 elected county officials—‘‘an average of 54 
officers to the county.” ** The support of these of- 
ficials constitutes an “overhead cost” which must be 
met before any governmental functions are per- 
formed for the benefit of ‘citizens. In New York, 
from 1918 to 1921 this “overhead” amounted to 36 
per cent of the expenditures of counties and 20 per 
cent of the expenditures of towns.”* While these 
costs can not be eliminated through the consolida- 
tion of counties they can be materially reduced as 
larger areas are provided for local government.” 


Under the present system many counties possess 
too few people and too little wealth to justify the 
maintenance of government. In 1900 one county in 
Texas had a population of 4; in 1910 another county 
had a population of 65,75 and in 1920 still another 
county had 37 inhabitants2* At the_other extreme 
is Cook County, Illinois, with a population of about 
4 million. Taxable resources are likewise unevenly 
distributed among counties. In Wisconsin, for ex- 
ample, Milwaukee County, the second smallest 
county in the state, possessed in 1927 over 27 per 
cent of the taxable general property, 43 per cent 
of the taxable public utility values, 48.8 per cent 
of the taxable’ income of individuals, 48.1 per cent 
of the taxable corporate income, 46.7 per cent of the 
telephone tax, 60.8 per cent of the inheritance tax 
and 22.7 per cent of the motor vehicle licenses of 
Wisconsin." One-half of the counties in the state 
possessed 84 per cent of the taxable general prop- 
erty values, 96 per cent of the public utility values, 
94.8 per cent of the individual taxable income, 97.3 
per cent of the corporate taxable income, 93.5 per 
cent of the telephone tax, 97.3 per cent of the in- 
heritance tax and 82.4 per cent of the motor vehicle 
licenses.22 The remaining 36 counties in Wisconsin 
may appropriately be styled “pauper counties.” 


This mal-distribution of taxable resources has 
been ameliorated, on the one hand, by the granting 
of state aids and on the other by the extension of 
state functions. Counties have been constructing 
roads, providing rudimentary education, and main- 
taining charitable institutions as their primary func- 
tions ; they have also served’as basic judicial districts. 
All of these functions have been taken over, in part 
at least, by the state; the remaining county func- 
tions are performed under state laws, often subject 


‘ — Cost of County Governments, United States Daily, October 
1 
’ 

23 Davenport, An Analysis of the Cost of Municipal and State Govern. 
ment, p. 79; Report of the poaste Joint Committee on Taxation and 
Retrenchment, 1923, PP. 71 ff., 82 

24 Lacy, loc. cit., “There ‘is a eo overhead to the maintenance 
of this unnecessary multiplicity of undersized local governments, and 
it is indefensible on grounds of economy, efficiency, or otherwise. I sub- 
mit that it would tax the wit and ingenuity of the wisest of our 
generation to devise a more archaic system of local self-government 
than most of our states now have. If we were building anew an 
someone were to, suggest that we have counties 24 miles square con- 
taining from 50 to 100 distinct units of administration, which district 
could be traversed by an automobile in half an hour, such a suggestion 
of concentrated multiplicity, duplication, and indefensible administrative 
expense and inefficiency would properly be discarded as ridiculous. The 
lowering of the cost of the units of government in rural communities 
is possible, feasible, and necessary; not to do so is an indictment against 
our common sense. But it will never be done until there is a will to 
do it. It is inevitable that there must be a reduction of the admin- 
istrative costs of a needless multiplicity, of undersized, underpopulated, 
and underfinanced units of government.” 

% Fairlie, op. cit., i" Pe 61. 

2% Wager, op. cit., 

os Blough, The Colgvaphtes’ Problem in Wisconsin Taxation, p. 32. 
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to the scrutiny of state officers.” If the process of 
transferring functions from the county to the state 
continues (or is hastened) the need for counties 
will disappear. To meet the need for local admin- 
istration of (state) functions local administrative 
areas can be created within which civil service em- 
ployees can function. These areas should be or- 
ganized for the effective performance of services 
and should be flexible in character with no fixed 
territorial boundaries. 


City government, however, should be left in its 
present position, except that its political jurisdiction 
should be made coextensive with its social and 
economic sphere of influence. All areas socially and 
economically a part of city life should be under the 
control of urban units, which should be granted 
broader powers of home rule enabling them to gov- 
ern themselves. This applies both to the small town 
and to the metropolis although the problems of the 
latter are at the moment the more acute. 


In general, the metropolis of today can not reg- 
ulate the actions of those who come within its 
sphere. It is limited in its powers by the state and 
is circumscribed with innumerable political units 
which prevent the effective exercise of the powers 
which it does possess. Nor is it able to control the 
financial burdens which competing governments 
place upon its citizens. The situation can be clearly 
seen by depicting the political jungle in and about 
Chicago. In the city there are eight major govern- 
ments and a score of minor ones.*° There are twenty 
different authorities dealing with parks and recrea- 
tion.8 There are two operating and six non- 
operating townships within the city limits, while 
thirty townships are outside. In Cook County, out- 
side of Chicago, there are 415 independent govern- 
mental units having power to levy taxes and borrow 
money.*? Within 50 miles of the city hall, an area 
which conforms roughly to metropolitan Chicago, 
there were, in 1929, 1,673 governments, including 
203 cities, 188 drainage districts, 166 townships and 
10 sanitary districts.** A year later over 1,700 gov- 
ernments were found in the field.** Nevertheless 
a question propounded in the earlier year may be 
asked again: ‘How can 4,000,000 people manage 
1600 governments and attend to their own affairs?” *° 


The consequences of such a political labyrinth can 
be illustrated in any field of governmental activity. 
A few quotations from a recent book on public 
health clearly depict the situation :*° 


There are over seventeen hundred separate governments 
of more than thirty distinct types which levy taxes On 
some portion of the Region of Chicago. Their powers 
and functions are so jumbled together that no student of 
government has yet satisfied himself that he has solved 
the labyrinthine maze in more than an elementary way; 
the variety and multiplicity of jurisdictions confuse the 
understanding and quite defy description. Yet the sover- 
eign citizen at the same time may be subject to ten or 





2° Cf. Compton, op. cit., p. 52. 

% Merriam, Chicago, p. 90. ‘ 

31 Beyle, Governmental Reporting in Chicago, p. 62. ’ : : 

% Preliminary Report on Problems of Government Simplification, 
Administrative Processes and Fiscal Affairs of the Various Local Taxing 
Agencies in Chicago and Cook County, prepared by Advisory Board of 
Estimate and Apportionment of Local Public Expenditures, appointed 
by the Board of Cook County Commissioners, 1929, p. 12 

33 Merriam, op. cit., p. 91. 

34 Steadman, op. cit. 

% Merriam, op. cit., pp. 91-92. 

% Steadman, op, cit, 
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more of these gevornments, making intelligent control on 
his part impossible. Intricacy, complexity, and chaos mark 
the tangled skein of local government in this area. 


Any one source of infection menaces every part of the 
Region. That Gary had an average death-rate from the 
seven communicable diseases of 61.04 is not a fact of purely 
local interest; it has a vital importance to the entire Re- 
gion. It puts an added burden on every other regional 
health department. Yet none of the neighboring jurisdic- 
tions has a proper legal objection, or any right to interfere. 
Legally, it is nobody’s business if Gary or any other city 
uses poor methods of control to the detriment of the whole 
metropolitan area. 


There are 25 municipalities fronting Lake Michigan; 16 
more within five miles of the lake front; and some 160 
others most of which are within twenty miles. Sources of 
water supplies for some of them constitute sewage outlets 
for others; they are distributed among four states between 
which there is little co-operation; and disagreeable con- 
sequences are inevitable. 


Since about 80 per cent of the Region’s population ob- 
tains its water from Lake Michigan, it is interesting to 
note that part at least of the sewage turned into the Calu- 
met, Little Calumet, and Grand Calumet rivers flows di- 
rectly into Lake Michigan, together with all the discharge 
from the Indiana Harbor Ship Canal, Travis Ditch, and 
Salt Creek (Ind.). Thus no less than 34 municipalities turn 
their sanitary sewage directly or indirectly into Lake Mich- 
igan, 21 raw and 13 treated. Six of these cities have from 
10,000 to 100,000 population, and Chicago is absolutely 
without legal control over them because they lie in other 
states. And most of the remaining lakes and watercourses 
of the Region are heavily polluted. 


The need for co-operation, among the present units of 
government, is successfully shown by the fact that 60 mu- 
nicipalities and portions of 23 others are found within the 
11 sanitary districts of the Region, with several new dis- 
tricts projected. Moreover, there are over 20 municipali- 
ties within two miles or less of these existing districts, 
and which may obtain some advantage from them, to say 
nothing of the dozen Indiana cities which are even now 
potentially served by the Chicago Sanitary District facili- 


ties. 

Responsibility for the anomalous position of the 
modern city rests upon the state. That larger 
branch of the government has created cities and 
governs them, as a rule, under general laws. They 
are thus mere agencies of the state for the perform- 
ance of local functions. If local self-government 
is ever to be attained, it is through city government 
that it will come. If this tradition of local govern- 
ment is worth preserving (or securing) it must 
be realized by a larger measure of “home rule” for 
cities. Even from a fiscal standpoint the position 
of the city is unsatisfactory. The revenue system 
of the average municipality is the general property 
tax supplemented by a few miscellaneous licenses 
and revenues. All of the defects of the general prop- 
erty tax are guaranteed to the city. Real estate car- 
ries more than its share of the tax burden; personal 
property escapes, as a result of which but few citi- 
zens contribute to the support of government. Only 
a small number of states attempt through the in- 
come tax to reach this personal taxpaying capacity 
which now avoids taxation and still fewer states 
share these personal taxes with the municipalities. 
As a result the states can not reach the taxpaying 
capacity which exists within their borders and can 
not impose effective municipal income taxes to 
reach their personal taxable resources. Several 
states have attempted to decrease the cost of local 
government but they have not gone to the roots of 
the difficulties. Nor have the states seriously at- 
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tempted to provide municipalities with a well- 
balanced tax system. On the one hand the states 
have limited municipal functions and on the other 
they have limited municipal revenues. The plight 
of the city deserves consideration ; its powers, area 
and revenues should be enlarged; governments in 
and around cities should be integrated until the 
economic and political arenas of the city are iden- 
tical. 


In the meantime a reorganization of states should 
be considered. The territorial boundaries of state 
governments are no longer satisfactory. Interstate 
commerce freely passes over these lines leaving the 
states without power to regulate or tax it. Corporate 
ownership has also limited the jurisdiction of single 
commonwealths. Attempts to tax interstate corpo- 
rate property or income frequently result in obnoxi- 
ous double taxation or in inadequate tax burdens. 
Interstate comity in taxation has made some prog- 
ress but adequate control over taxation will not be 
secured until the power of taxation is surrendered to 
the central government which should act as the tax- 
gatherer for the states. Perhaps the elimination of 
state government, accompanied by the creation of 
functional administrative districts under Federal 
control, should be the goal. Perhaps the problem 
can be met by the recasting of state lines and the 
creation of city states. Or perhaps the problem can 
never be met at all. Nevertheless “the problems of 
today call for a very different type of government 
than we now have. The needs of economic classes, 
of territories specializing in manufacturing, com- 
merce and agriculture can not be met by our federal 
geographical form of government. It is time that 
the utility of its structure be examined and that it 
be adapted to current conditions.” *” 


The principal obstacle to be encountered in any 
proposal to integrate governments, (or their fiscal 
systems) aside from the fact that it changes the 
ancient and revered structure of government, is that 
it violates the tradition of local autonomy. This 
right of self government which early church con- 
gregations sought in New England was expressed 
through the town meeting, with a legislative as- 
sembly as a desideration. Thus the insistence upon 
local autonomy is the insistence upon parliamentary 
debate. This right exists through the city council 
today even in those localities where administrative 
efficiency has been secured through a city manager; 
it is preserved in this plan of governmental integra- 
tion through the continuance on an enlarged scale of 
city government. Yet, even in township govern- 
ment, the legislative assembly soon gave way to ad- 
ministrative rule. In many states the town meeting 
is utterly unknown. In county affairs the busi- 
ness of unit is settled by administrative officers 
rather than by legislative councils. Nevertheless, 
when consolidations are suggested, the cry of local 
autonomy is raised where it really never existed in 
order to obstruct the rational development of politi- 
cal areas. The question may even be raised as to 
whether “local autonomy” is not synonomous with 
local political control. Boss-ridden cities have little 

37 Leland, The Relations of Federal, State and Local Finance, a paper 


read before meeting of National Tax Association, to be published in 
Proceedings of that body for 1930. 





‘local governments. 
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“self-government.” If government is made simple 
through a decrease in the number of governing units, 
for example, the control of politicians is more easy 
and local autonomy as an ideal becomes more real. 
Nevertheless the difficulties in integrating govern- 
ments can not be ignored. 


The entire problem does not relate to the struc- 
ture of governments alone. The integration of po- 
litical units should be accompanied by the integration 
of fiscal systems. With the passage of time, the 
fiscal relations between American governments have 
become both traditional and obsolete. The pro- 
posal to integrate fiscal systems is generally re- 
garded as a departure from existing theories and 
practices. In the past the aim was to create inde- 
pendent fiscal systems for the various political units. 
This separation was largely achieved for national 
and state governments, but in the field of state and 
local finance the separation of the sources of revenue 
made little headway. This plan was advocated 
twenty years ago as a promising corrective for the 
evils of the general property tax.** It won many 
adherents and was tried in several states but with 
generally disappointing results.*® The present trend 
of thought seems to be away from the plan of sepa- 
rating state and local fiscal systems, for those who 
have investigated the results from separation are 
critical of its accomplishments.*® Most of the al- 
leged advantages have failed to materialize and such 
as have occurred are thought to be the results of 
centralized administration.4t The gains to state 
governments have been offset largely by losses to 
The results from fiscal integra- 
tion appear to be more hopeful.*? 


The goal to be sought has been described as fol- 
lows :*8 


The ideal relationship between Federal, state and local 
revenue systems is one of unity. The financial system of 
a nation should be highly, if not completely, integrated. 
The tax system should rest upon a diversified base, the 
net operative effect of which should be taxation under the 
principle of progression or ability to pay. Every tax need 
not be on the basis of individual faculty, as benefit charges 
should be freely incorporated in the system. The revenue 
system should be under the control of a single governmen- 
tal unit—the national government—so as to secure uni- 
formity of laws, administration and burdens, and to make 
possible effective adjustment of tax loads as changing eco- 
nomic conditions and governmental needs may require. 
The administration of such a system should be centralized, 
or located where maximum efficiency can be secured. The 
revenue receipts produced by the system should be shared 
with all governmental units in such proportions and 
amounts as to maximize the social utility of government. 


(Continued on page 153) 


38 Cf. Seligman, The Separation of State and Local Revenues, Pro- 
ceedings of National Tax Association, 1907, pp. 485-514; Adams, Separa- 
tion of the Sources of State and Local Revenues as a Program of Tax Re- 
form, ibid., p. 589-92; Thompson, Separation of State and Local 
Revenues, ibid., 1915, pp. 42-49; Plehn, Results of Separation in Cali- 
fornia, tbid., pp. 50-58 


% Cf, Final Report of the California Tax Commission, 1929, pp. 


ff. 
# Ibid., Lutz, Public Finance, 1926, pp. 299-302; Tunell, The Cali- 
fornia Revenue System, Reprint, 1929, pp. 3-4, 20-2 23. 

“Leland, The Classified Property Tax in the United States, p. 406. 
Cf. Lutz, op. cit., p. 252—also in Proceedings of National Tax Associa- 
tion, 1925, pe. 51- 52; ibid., 1926, pp. 298-302; Final Report of Cali- 
fornia Tax ommission, 1929, pp. 44 ff. 

#2 “Actual separation of revenue sources fades into an impossibility 
as the growing industrialization of the state results in an irregular and 
uneven distribution of wealth among local areas. The partial redis- 


tribution of tax receipts to equalize neutral disparity in economic re- 
sources inevitably will result in a closer integration of state and local 
tax systems.” 
ment, p. 154. 

43 ‘Leland, loc. cit. 


Kilpatrick, Problems in Contemporary County Govern- 
























































C= 
0- 
on 
he 
ve 
“O- 
re- 
nd 
Je- 
its. 
nal 
ind 
1ue 
ted 
the 
ny 
ith 
end 
pa- 
vho 
are 
al- 
uch 
; of 
tate 
3 to 


rTa- 
fol- 


local 
n of 
ated. 
the 
- the 
need 
irges 
enue 
men- 
uni- 
nake 
eco- 
juire. 
lized, 
The 
1ared 
and 
ent 


;, Pro- 
}epara- 
ax Re- 
Local 
a Cali- 


9, PP. 
e Calt- 


p- 406. 
ssocia- 
f Cali- 


ssibility 
lar and 
| redis- 
mic re- 
d local 


Govern- 





ASSACHUSETTS since December 1, 1930 

has, in tax appeals, been acting through a 

Board of Tax Appeals, which was provided 

for by Chapter 416 of the acts of 1930, inserting in 

the General Laws Chapter 58A. This is a distinct 

departure from the previous procedure in Massa- 

chusetts, and, so far as known, no comparable board 

exists in any state of the Union. The Federal Board 

of Tax Appeals has much in com- 

mon with it, but the Massachusetts 

experiment seems to go beyond that 
of the Federal Government. 

Since very early days the ag- 
grieved taxpayer in Massachusetts 
has had right of appeal from over- 
valuation or excessive taxation to 
the Superior Court, the County 
Commissioners and a Board of Ap- 
peal and from these on questions 
of law to the Supreme Judicial 
Court. The new Board of Tax Ap- 
peals takes all appeals that before 
December 1, 1930 could go to the 
Superior Court, the Superior Court 
no longer being an appeal tribunal 
in tax cases. Such cases as were 
pending in the Superior Court prior 
to December 1, 1930 can be trans- 
ferred to the Board of Tax Appeals 
if the Court so directs; otherwise 
the Court shall complete the pro- 
ceeding in accordance with the law 
in effect prior to December 1, 1930. 

It had been previously provided 
that an aggrieved local taxpayer could appeal from 
valuation placed on his taxable property by the 
local city or town assessors to the Superior Court 
if he first paid his tax. It was the prevailing prac- 
tice for a justice of the Superior Court to appoint 
a commissioner or other officer to hear the parties 
and report his findings of fact to the Court. The 
Superior Court was final as to facts but either party 
could appeal to the Supreme Judicial Court on ques- 
tions of law. This procedure, while in force for 
many years, was not entirely satisfactory, for the 


| reason that, speaking generally, neither the Court 
nor those appointed by them to hear the facts were 
» particularly familiar with tax law or the valuation 
| of taxable property. On important cases the hear- 
ings were likely to be extended, expensive and the 
» final decision long delayed. In addition to this, the 
| Superior Court docket was likely to be crowded and 
) the reaching and starting of tax cases greatly re- 
) tarded. This furnished the proponents for the new 


CSO ERR 


board the argument that tax cases could be handled 
more speedily, that the board handling nothing but 
tax cases would become expert in the law, familiar 
with the proper valuation of taxable property and 


—___.. 


* Massachusetts Commissioner of Corporations and Taxation. 


Massachusetts’ Board of Tax Appeals 


By Henry F. Lonc* 
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would be in a position to suggest legislative changes 
in tax laws to correct the evils they might disclose. 
The aggrieved taxpayer since the earliest days 
has had, in addition to an appeal to the Superior 
Court, an appeal to the County Commissioners. 
These bodies are of ancient origin, but, as the county 
is not such an important political subdivision as is 
found in some states, their duties, while extremely 
important, are not so complete as is 
to be found in county government 
in many of the states of the Union. 
The aggrieved taxpayer permitted 
to appeal to the County Commis- 
sioners for the county in which the 
property lay has been obliged to 
’ bring his appeal, as in appeal to the 
Superior Court, within the time pre- 
scribed by the law but he has not 
been obliged to pay his tax before 
appeal as was the case in appeals 
to the Superior Court. [The pro- 
vision for prepayment of the tax is 
expressly excluded in appeals to the 
Board of Tax Appeals, but it is pro- 
vided that “no appeal to the board 
shall stay the collection of any tax 
or excise. . .”| These appealed 
cases are heard by the County 
Commissioners, consisting of three 
elective officers, and as to the facts 
their decision is final. They receive 
no additional pay for this service, 
but are allowed expenses. Appeal 
from the decision of the County 
Commissioners, which may be very informal on 
questions of law, can be made to the Supreme Judi- 
cial Court. During the last few years on motion 
of either party a case could be transferred from the 
County Commissioners to the Superior Court, but 
by so doing the aggrieved taxpayer was not required 
to pay the tax as in direct appeal to the Superior 
Court. The County Commissioners are still con- 
tinued as an appeal body, but as either party can 
move to transfer any appealed case to the Board 
of Tax Appeals, in practice, it is more than likely 
that the County Commissioners will hear but few 
cases. Some small cases may still go to the County 
Commissioners because the aggrieved taxpayer is 
obliged to pay but $3 to be heard by them while the 
filing fee before the Board of Tax Appeals is $10. 
It is more than possible that most, if not all, of 
appeals to the Board of Tax Appeals will have to be 
handled by attorneys or those familiar with practice 
before such a tribunal, which condition may be the 
cause of more cases going to the County Commis- 
sioners than is now felt are certain togo. Thougha 
small state, Massachusetts has fourteen counties, 
two of them being islands, each having a board of 
County Commissioners except Suffolk County 
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wherein Boston is located, and, though the Board of 
Tax Appeals can sit in any county in quarters which 
must be furnished them by the County Commis- 
sioners, the expense of hearing cases in the remote 
counties may tend to lessen appeals or encourage 
appeals to be made to the County Commissioners, 
except in large cases. 


The kind of cases that the County Commissioners 
or the Board of Tax Appeals have growing out of 
local assessments are those first made by the city 
or town elected or appointed assessors, who, 
with few exceptions, are three in number. 
These local assessors are charged with the duty of 
annually valuing on April first all real estate locally 
situated at its full and fair cash value whether owned 
by a corporation, association or by an individual and, 
unless it is expressly exempted by law, laying a tax 
on it at a rate annually determined. They also 
value or estimate the value of all tangible personal 
property of each individual and assess a tax at the 
same rate as real estate unless the tangible personal 
property is expressly exempted by law. If the tan- 
gible personal property is owned by a corporation, 
only so much of it as can be classed as “machinery 
used in the conduct of the business” can be assessed 
and taxed by the local assessors. 


Registered motor vehicles are excluded from taxa- 
tion as tangible personal property but are made the 
subject of a local excise for the privilege of using 
the highways. This is administered by the local 
assessors but at a uniform rate and value determined 
for them by the Commissioner of Corporations and 
Taxation. The local assessors also levy a poll tax, 
which is two dollars on each male inhabitant above 
the age of twenty alien or resident. Intangible per- 
sonal property is not locally taxed, but income from 
taxable intangible personal property owned by indi- 
viduals, associations and trusts is made subject to 
an income tax, the proceeds of which is distributed 
to the cities and towns by the Commissioner of Cor- 
porations and Taxation, who administers the per- 
sonal income tax law. Corporations are subject to 
an excise measured in part by income. 

Appeal to the Board of Tax Appeals is had from 
the decisions of the Commissioner by an aggrieved 
taxnayer, and appeal is allowed the local assessors 
on his decisions in respect to tax distributions to 
cities and towns. The major portion of local appeals 
are most likely to be on real estate used for manu- 
facturing, the machinery of industrial plants and 
large real estate holdings in the form of office build- 
ings, department stores and apartment houses or 
hotels. Appeals from the Commissioner of Cor- 
porations and Taxation will in large measure be on 
the personal income tax and business corporation 
taxes. 

Since 1864 the aggrieved taxpayer could appeal 
from decisions of the Commissioner of Corporations 
and Taxation, previously called the Tax Commis- 
sioner, within the time set by law, to a Board of 
Appeal, whose decision as to facts was final. Local 
assessors aggrieved by a decision of the Tax Com- 
missioner in the matter of tax distributions also 
could appeal to this board. This board consisted 
of the State Auditor, the Treasurer and Receiver 
General, both officials elected biennially by a state 
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wide vote and a member of the Council (Gover- 
nor’s Council) elected biennially in a councillor dis- 
trict and designated as a member by the Governor 
then in office. They served without any additional 
pay and never had any expenses. The clerk of the 
board was a member of the Tax Commissioner’s 
force and was not paid for his work with the board. 

The Board of Appeal sat in the State House usu- 
ally in the Treasurer’s or the Auditor’s office and at 
times determined by them heard appeals. These 
were quite informal and the most humble could 
appear and state his grievance. The board heard all 
tax and excise cases growing out of decisions by the 
Commissioner of Corporations and Taxation and 
subject to his administration, which include the per- 
sonal income tax, inheritance and estate taxes, both 
as to tax and valuation, foreign and domestic busi- 
ness corporation taxes, franchise taxes on public 
utilities, taxes on electric and power companies, all 
bank taxes, insurance taxes, safe deposit companies 
tax, canal companies tax, stock transfer taxes, the 
gasoline tax, and others coming from his decisions 
in administering several small tax, valuation and 
distribution laws. The taxpayer could go to the 
Supreme Judicial Court if not given relief by the 
board, but the Tax Commissioner was practically 
precluded from going, because the Attorney Gen- 
eral must represent both the Commissioner and the 
Board of Appeal. 


Under the new law nothing prevents the Com- 
missioner of Corporations and Taxation from appeal- 
ing to the Supreme Judicial Court, as the Board of 
Tax Appeals takes on the characteristics of a court, 
although, because of a constitutional requirement, it 
is set up in the Department of the State Treasurer 
but not subject at all to his control so as not to ex- 
ceed the twenty administrative departments allowed 
by the Constitution of Massachusetts. The Board 
of Appeal, like the Superior Court, ceased to be an 
appeal body on December 1, 1930. All cases pend- 
ing before the board at that time were to be forthwith 
transferred to the Board of Tax Appeals, while those 
before the Superior Court could be transferred if 
the Court so ordered. The Board of Appeal had no 
cases pending, so none were transferred. The Supe- 
rior Court had many pending, as did the County 
Commissioners, but few, if any, have as yet been 
transferred. 


The Board of Tax Appeals as of December 1, 
1930 is substituted for the Board of Appeal and the 
Superior Court wherever those appeal bodies appear 
in the tax laws. They can be resorted to if one does 
not wish to go to the County Commissioners and 
the law was so changed. As the law now stands, 
appeal from the Board of Tax Appeals can be had 
directly to the full bench of the Supreme Judicial 
Court on questions of law. On questions of fact 
the decisions of the Board of Tax Appeals are final. 
It appearing that the Supreme Judicial Court is not 
a court of record, the present legislature is likely to 
change this provision of the law and allow appeals 
to be made only to a single justice who can hear the 
case, decide it, upon which an appeal can lie, or 
reserve the case for the full bench, as is the practice 
in other like cases. 
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The Board of Tax Appeals consists of three mem- 
bers,’ appointed by the Governor with the advice 
and consent of the Council. Their terms will be for 
six years, although those first named will serve for 
two, four and six years respectively. The Governor 
designates the chairman, who receives seventy-five 
hundred dollars annually, while the two other mem- 
bers receive seven thousand dollars annually. 


The law provides that no member shall act as 
attorney, counsellor or accountant in any contested 
tax cases. A majority shall constitute a quorum 
and a vacancy shall not impair the power of the 
board. They are to publish such of their reports 
and opinions as may be of public interest. They can 
suggest tax law changes to the General Court. Their 
principal office is to be in Boston but they can sit 
anywhere in the Commonwealth. They “have a 
seal which shall be judicially noticed.” They are to 
give hearings which are open to the public and may 
be “stenographically reported.” They are now pro- 
vided with ample quarters at 20 Somerset Street, 
3oston, a new state building, built for the Metro- 
politan Commission, which is in the shadow of the 
Suffolk County Court House and but a few steps 
from the State House, on the northeastern slope of 
Beacon Hill. They have an appointed clerk? and an 
assistant clerk, together with other necessary office 
assistants. They are equipped with a private office 
for each member, have a suitable hearing room, 
quarters for clerks and stenographers and a library. 
The salaries, compensation and all expenses of the 
board are provided through the State Budget an- 
nually enacted by the legislature upon recommenda- 
tions submitted by the Governor. 


The board has adopted, to the number of thirty- 
two, rules and regulations as authorized by the law 
creating it. These rules, in compliance with the law, 
set up the form and style of papers, giving in detail 
the form of petition and answer, and provide for 
methods, practice and forms to be employed in the 
filing of petitions and service thereof, motions, 
amended and supplemental pleadings, docket hear- 
ing list, scope of hearing, submissions without oral 
argument, briefs, agreed statements of facts, sub- 
poenas, interrogatories, depositions, stipulations, 
oaths, witnesses, exhibits, documentary evidence, re- 
quests for findings and, rulings, costs, preparation of 
record on appeal and other provisions. Rule 31 
provides that “Except as herein otherwise provided, 
the practice and procedure before the board shall 
conform to that prevailing in equity causes in the 
courts of the Commonwealth; but the board re- 
serves the right to make hearings and proceedings 
as informal as possible, to the end that substance 
and not form shall govern, and that a final determi- 
nation of all matters before it may be promptly 
reached.” 


Prior to December 1, 1930, abatement requests 
pending before the local assessors or the Commis- 
sioner of Corporations and Taxation could not be 
pressed for decision except by a writ of mandamus, 
which would lie only if it appeared that a reason- 
able time, in view of all the circumstances of the 

1 The present members of the board are Alexander Holmes (chair- 


man), John D. Wright, and Alexander Lincoln. 
2 George K. Pond. 
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case, had elapsed since the petition was filed. Since 
December 1, 1930 all petitions for abatement can be 
considered by the aggrieved taxpayer as being de- 
nied at the expiration of four months from the date 
of filing. Appeal can then be had to the Board of 
Tax Appeals. The cases pending on December 1, 
1930 before the local assessors or the Commissioner 
of Corporations and Taxation will generally be de- 
nied under the new law on April 1, 1931. It is 
probably true that an aggrieved taxpayer can suc- 
cessfully maintain that his four months has run from 
the time he filed his abatement application, even 
though the filing was prior to December 1, 1930. 
In order to give the taxpayer every possible benefit 
of time, the Boards of Assessors and the Commis- 
sioner of Corporations and Taxation will allow all 
abatement applications previously filed to remain 
alive for a full four months from December 1, 1930. 
Thereafter all cases at the expiration of the four 
months unless stayed by the written consent of the 
aggrieved taxpayer may be considered by the tax- 
payer as denied, but, at his option, may be considered 
as in suspense until actually denied. The Board of 
Tax Appeals have authority when they deem the 
occasion warrants to set aside appeals which are 
similar in character to wait the test in a single case. 
The local assessors on appeals subsequent to De- 
cember 1, 1930 will have uniform abatement appli- 
cation blanks, one for property taxes and one for the 
motor vehicle excise, both of which will provide 
space for the statement of fact by the aggrieved tax- 
payer and his contention of law. 


The law setting up the Board of Tax Appeals 
provides in appeals to it that “the petition upon 
such appeal shall set forth specifically the facts upon 
which the party taking any appeal, hereinafter 
called the appellant, relies, together with a statement 
of the contentions of law which the appellant desires 
to raise.” The aggrieved taxpayer must state his 
facts and contention of law in abatement applica- 
tions to the Commissioner of Corporations and Tax- 
ation as well as to the local Board of Assessors, 
but need not set forth the evidence tending to prove 
those facts, and, on these, press his case if appeal is 
had to the Board of Tax Appeals; unless the board 
consider that “equity and good conscience” demand 
other treatment. Denials by the taxing authorities 
must state the facts and law relied on in making the 
decision. The time limits for abatement requests 
and appeals are as now set out in the tax laws. 


The procedure before the Board of Tax Appeals 
provides for certain periods within which certain 
things can be done, but “at any time from the filing 
of the petition to and including ten days after the 
filing of the answer the appellant shall pay to the 
clerk an entry fee of ten dollars.” It is further pro- 
vided that “the proceeding shall be deemed to be 
at issue upon the filing of the answer and payment 
of the entry fee, and any new or affirmative matter 
in the answer shall be deemed to be denied by the 
appellant.” All service is to be made upon the local 
Board of Assessors or the Commissioner of Cor- 
porations and Taxation, who shall be designated as 
appellee, without naming the individual or individ- 
(Continued on page 153) 







































































































































































































































































































































































































































































































































EFORE the first month of 1931 had come to a 
Bovose forty-three state legislatures were in ses- 

sion, and tax measures had been introduced in 
all but ten of these bodies. During the year 1930 
seven of the special “advisors,” “commissions” or 
“committees” which reported in various states 
recommended the enactment of new income taxes, 
while six recommended the classification of various 
types of property for taxation at 
special rates or valuations. Con- 
stitutional amendments permitting 
classification of property for taxa- 
tion were adopted by three states 
last November. Already nine legis- 
latures are considering classification 
measures or constitutional amend- 
ments authorizing such legislation, 
while eleven are considering the 
imposition of income taxes or con- 
stitutional authorization thereof. In 
short, 1931 promises to be a year of 
abundant tax legislation. 

Out of the legislation of 1931 it 
may be expected that several states 
will emerge with new property tax 
systems. Although there was no 
state in 1928 in which property 
taxes provided less than _ three- 
fourths of the local revenues, this 
tax has undergone so many and 
such varied modifications since the 
day of its establishment that the 
systems of many states, originally 
























































































































































have little in common, and the orig- 
inal simple general property tax has in some cases 
grown into taxing systems of extreme complexity. 
For many years economists and tax administra- 
tors have pointed out the flagrant weaknesses that 
inhere in the uniformity and universality of the 
Nineteenth Century type of general property tax; 
and there are few of the states in which this tax has 
not undergone considerable modification. The chief 
shortcomings result from the attempt to tax “by 
uniform rule” classes of property which no assessor 
not blessed with occult powers can hope to list with 
any degree of success. While the practical difficulty 
of placing the property on the tax roll applies in 
varying degrees to all classes of personal property 
it becomes particularly apparent when the law con- 
templates the taxation of stocks, bonds and other 
classes of intangible property at the same rate that is 
applied to real estate. No state has ever succeeded 
in placing a substantial part of its taxable intangibles 
on a general property tax roll. 


On the other hand, some classes of intangibles 
can easily be appraised at their full market values, 
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and these items, when assessed, are consequently 
taxed at higher effective rates than those imposed 
on real estate and other property which is, in most 
states, normally undervalued for taxation. The re- 
sulting situation is one in which most intangibles 
escape taxation, but some bear abnormally high 
burdens. Asa result of this and other defects of the 
general property tax system, every state has de- 
parted to some extent from the rule 
of strict uniformity and universality. 

Further departures may be ex- 
pected during the current year. It 
is not improbable that within a few 
months several states will have 
abandoned the taxation of intangi- 
bles at general rates and either will 
have adopted. modifications found 
in present laws or will have in- 
vented new substitutes for the 
general property tax. It may be 
expected, further, that during this 
and future years the divergence be- 
tween the different taxing systems 
will become more pronounced and 
that the American taxing systems 
will become more and more hetero- 
geneous and likewise more com- 
plex. 

The time is therefore opportune 
for the examination of the present 
property tax systems and the legal 
and other problems that they have 
presented as well as the analysis 


cut from the same pattern, now Ratpu T. Compton of their results, in order to define 


the base from which 1931 legislation 
must proceed and to point out the legal hazards 
which it must avoid and the final accomplishments 
that may be expected of it, both from the point of 
view of revenue productivity, and from that of the 
distribution of tax burdens. This field is, however, 
so broad that it requires considerable delimitation. 
The scope of this article has, therefore, been con- 
fined to the present status of the taxation of intan- 
gible property. An attempt is made to present, in 
as concise form as possible, an inventory of those 
aspects of the methods of taxing intangibles which 
are most significant from the standpoints of funda- 
mental financial principles and of the basic trends 
in the evolution of taxing methods. 


The bulk of the information presented is to be 
found in the accompanying tables. Yet the tables, 
particularly the first, require considerable explana- 
tion. Tax laws are today so diverse and so complex 
as to almost defy classification. Even when the 
finer shades of meaning imparted to the laws by the 
courts and the almost universal divergence of law 
and practice are ignored it is sometimes difficult to 
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find a class limit which is neither too broad to fit 
any state nor too narrow to fit more than one. 

There are very few states today in which a seri- 
ous attempt is made to tax most classes of intangi- 
bles “by uniform rule.” Certainly, there is no state 
that succeeds in such an attempt. The alternatives 
vary widely, but five are outstanding. The first and 
most convenient amounts simply to allowing the law 
providing for the taxation of intangibles to become 
a dead letter. Such a solution may have some merit 
if uniformly practiced, but it presents several diffi- 
culties, as it is somewhat unfair to the few persons 
(most commonly beneficiaries of estates, and others 
whom the assessors cannot overlook) who happen 
to be taxed. It is difficult to draw the line at which 
a state enters this group. However, it probably 
includes Delaware (in which state the income from 
intangibles is taxed) and Florida. Considerable 
extra-legal exemption exists, of course, in all general 
property tax states. 


These and most other states have adopted the 
second alternative, that of exempting some classes 
of intangibles from the property tax without the 
substitution of any other tax. No state has applied 
this alternative to all intangibles, although Wash- 
ington has gone almost this far, as in that state only 
cash is taxable, and little of this is actually taxed. 


The solution of exemption has been more widely 
adopted among states imposing personal income 
taxes. Among the sixteen personal income tax 
states, seven exempt practically all intangibles, and 
represent the third alternative method of treating 
such property. This group includes Mississippi, 
New York, North Dakota, Oregon, Wisconsin, 
Massachusetts, New Hampshire and ‘Tennessee. 
The last three mentioned impose special income 
taxes upon income received from investments in in- 
tangible property in lieu of ad valorem taxes on the 
property itself. 

Oregon was included with this group until Octo- 
ber 24, 1930. The Oregon statutes? provide that “all 
stocks, bonds, notes and all moneys or debts due or 
to become due to any person, the dividends, interest 
or other income from which is taxable under the 
income tax laws of the state of Oregon, or shall be- 
come taxable under any such income tax law or laws 
which may hereafter @e enacted, are hereby ex- 
empted from taxation as property . . Oregon 
had both a general income tax and a special tax on 
the gross incomes of individuals derived from intan- 
gibles, until October 24, 1930, when the latter was 
overthrown by the courts. Presumably incomes 
trom intangibles are now taxable under the former 
(which was approved by a referendum last No- 
vember) and the intangibles themselves are exempt.’ 

1The Tennessee personal income tax is imposed upon the income 
derived from stocks and bonds, but the courts have held “bonds” to 
mean all written interest-bearing obligations. 

21. 1927, Ch. 317. 
.  %In 1929 two personal income taxes were enacted. One measure 
imposed a tax at progressive rates of 1 per cent to 5 per cent on the 
entire net incomes of individuals. Gross incomes were so defined as to 
include “gains, profits . . . derived from interest, rent, dividends . . . 
and income derived from any source whatever, ‘within the state of Ore- 
gon, and also from such personal property as would regularly have its 
Situs for taxation inside the state of Oregon and be lawfully taxable 
therein.” (L. 1929, Ch. 448, Sec. 5.) It was also provided, however, 
that “‘ ‘gross income’ does not include the following items, which shall 
be exempted from taxation under this act: (a) interest, dividends 
and/or other income which may be otherwise taxed by this state as in- 


come of the taxpayer. * * *” (L. 1929, Ch. 448, Sec. 5.) A second 
act passed the same year provided for a tax of 5 per eent on the gross 
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In the other personal income tax states, Arkansas, 
Delaware, Georgia, Missouri, North Carolina, South 
Carolina, Virginia and Oklahoma, most intangibles 
are taxable as property. The rates are the same as 
the rates at which real estate is taxed except in the 
last two states, which impose special low-rate ad 
valorem taxes on intangibles. 


The exemption of intangibles from property taxes 
is frequently associated with the taxation of per- 
sonal incomes. Of course the special income taxes 
which are imposed on the income from intangibles in 
lieu of property taxes on their capital values repre- 
sent merely one way of adjusting the tax rate on 
this class of property. However, except from the 
standpoint of replacing revenue yield, there seems 
little reason for the association of general personal 
income taxes with the exemption of intangibles. 
Real property is not exempted when such taxes are 
imposed; yet the income from such property is 
taxed. An income tax such as that represented by 
the Model Law of the National Tax Association 
does not apply in any peculiar way to the income 
from intangible property, and would not logically 
seem to provide any peculiar reason for exempting 
intangibles from property taxes. The dependence 
of intangible exemption upon the enactment of a 
general income tax, where this dependence exists, 
appears to result solely from the necessity of replac- 
ing from some source the revenue formerly derived 
from the newly exempted property. An income tax 
does usually reach, among various types of income, 
that derived from intangibles, and this fact in some 
cases explains the association of the two ideas. 

The fourth alternative is the substitution of a 
single recording or registration tax for annual taxes 
on certain classes of intangibles. The recording 
taxes are usually applied only to mortgages, but in 
some cases they extend to other receivables as well. 
The states imposing such taxes are listed in Table 2. 
Mortgages are exempt from annual taxes in all of 
these states except Virginia, where they are also 
subject to an annual tax at a rate of five mills. In 
five of these states the payment of the recording tax 
is made a prerequisite to the exemption. In the re- 
mainder, so far as the writer has been able to ascer- 
tain, mortgages secured entirely by domestic real 
estate are not taxable under the property tax laws in 
any case. 

In addition to the. four mentioned thus far, 
namely, exemption in practice, legal exemption, and 
the substitution of special income taxes,or single 
recording taxes for annual ad valorem taxes, there 
is the remaining alternative, widely heralded during 
recent years, of “classification.” This alternative, 
which consists of “classifying” various types of in- 
income of each natural person and fiduciary, over $200, from “interest 
or dividends, other than stock dividends, derived from money and 
credits as herein defined, except any interest received from bonds 
or other obligations of the United States.” (L. 1929, Ch. 429, Sec. 1.) 

he situation was, thus, that income reached by the second tax 
would have been exempt from the first, while if the income from intan- ¢ 
gible property had been reached by either of these acts such property 
would have been exempt from ad valorem taxes. The operation of the 
general tax was, however, suspended for a year, pending a referendum 
in November, 1930. In the meantime, (on October 24, 1930) the Ore- 
gon Supreme Court held that the second act, taxing the gross incomes 
of individuals from intangibles, involved a discrimination in favor of 
corporations (which are taxed only on net income) and was therefore 
unconstitutional (Redfield v. Fisher: 11 Ore. 451). Apparently the in- 
come from intangibles is now subject to the general personal income 


tax and intangibles are exempt from property taxes. his assumption 
has been made in preparing Table 1. 
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tangible property for taxation at special low ad 
valorem rates, or of assessing intangibles at a small 
percentage of their market values, has been applied 
to most classes of taxdble intangibles by fourteen 
states and the District of Columbia. 

The “uniform rule” provisions that were written 
into many state constitutions during the Nineteenth 
Century still apply to intangible property in fifteen 
states (Table 1, Col. 2), but the number is gradually 
declining. The remaining states all have the power 
to tax different classes of intangibles at different 
rates if they so desire. It should be pointed out that 
there is a distinction between the constitutional pro- 
visions requiring uniformity and those requiring 









numbers, refer to footnotes, which are on the next page. 





Table 1 
TREATMENT OF VARIOUS CLASSES OF INTANGIBLE PROPERTY UNDER THE TAX LAWS OF VARIOUS STATES AS OF JANUARY 1, 1931 


R=Exempt if recording or registration tax is paid; S=Taxed at source; corp. pays and has lien on stock; Arabic numbers in table, other than column 
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universality. Only the former have been tabulated 
in Table 1, and several of the states listed in Column 
«2 of that table have the power to exempt certain 
classes of property which they cannot tax at low 
rates. Even where universality is required, this rule 
does not always prevent exemption of some intan- 
gibles, as taxes on mortgages, securities, etc. may 
be declared by the courts to involve double taxation. 

The states that have made use of their powers of 
classification are listed in Column 5 of Table 1, and 
all of their systems except that of Louisiana, in 
which state the classification provision (assessment 
at 10 per cent of market value) applies only to cer- 
tain taxable bonds, are summarized in Table 3. 
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California, Connecticut, Nebraska and Virginia 
tax different classes of intangibles at different rates 
on full valuations. Montana assesses some types of 
intangibles at 7 per cent of their full values and 
others at 40 per cent, and taxes all types at the gen- 
eral rates. The remaining states of this group tax 
all “classified” intangibles at the same rates. The 
rates, except in the five states mentioned (where the 
range is from one to ten mills), vary from three to 
six mills, four mills being the most common. 

The tax base varies considerably among these 
states. All except Iowa exempt some of the classes 
of property listed in Table 1. The properties most 
commonly exempted are the shares of stock of cor- 
porations taxed by the state on either their property, 
their shares, or their “capital.” However, several 
of these states likewise exempt mortgages and cor- 
poration bonds secured by domestic property. 

Table 3 does not include any of the recording or 
registration taxes. In some states, such as Okla- 
homa (where mortgages, stocks, bonds and other 
choses in action are subject to registration taxes in 
lieu of annual taxes) these are important omissions. 
Furthermore, as the primary purpose of this table 
has been to describe the various tax systems from 
the points of view of the individual owners of intan- 
gibles, bank stock and bank deposit taxes and other 
taxes imposed on corporations in lieu of taxes on 
individuals have been omitted, except in the case of 
the Pennsylvania Corporate Loans Tax, which is an 
integral part of the classification system of that state 
and which, it seems, should be shown with the 
county tax. 

The chief omissions from Table 3 are the various 
bank deposit and bank stock taxes. The latter pre- 
sent peculiar problems of such magnitude that they 
cannot be covered here. The bank deposit taxes 
imposed at the source will be found in Table 4. If 
this table is examined it will be found that three of 
the states which appear, from information shown in 
Table 3, to exempt savings deposits, actually tax 
them but collect the taxes from the banks. In the 
fourth classification state in which savings deposits 
are exempted to the creditors, California, such de- 
posits are “treated as an interest in the property of 
such (banking) corporation.” 
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An interesting type of exemption (not shown in 
any of the accompanying tables) is that practiced by 
reciprocity in most of the New England states. 
Connecticut, Maine, Massachusetts, New Hamp- 
shire and Vermont each exempt deposits of their 
residents in the banks of the other members of this 
group of states. 

Such, in brief, are the alternative methods by 
which the various states now treat intangibles, and 
such are probably the alternatives from which the 
legislatures of those states in which changes of in- 
tangible taxes are contemplated will choose in.1931. 

With this broad picture in view, it is possible to 
turn to some of the interesting information that is 
brought to light in Table 1. A general glance at this 
table indicates one important fact; that intangible 


Table 2 


RECORDING OR REGISTRATION TAXES IMPOSED BY THE 
VARIOUS STATES, JANUARY 1, 1931 


Rate 
Date (Cents per $100 or 
State adopted Base fraction thereof) 
Alabama TODS Were an oie adie cs 2% 15 
Deeds, bills of sale, etc....... 10* 
Stocks and bonds of foreign 
corporations, states, gov- 
ernments, Cte, <.. 6.654... 25 
Kansas** 1925 Mortgages and mortgage bonds 25 
Kentucky*** 1917 - 1928 (unconstitutional) 
Maryland**** 
Michigan 1911 Mortgages and bonds ....... 50 
Minnesota 1907 Mortgages and mortgage bonds 


Maturity 5 yrs., 60 days or 
aS a9, Hare econo 15 
Maturity over 5 yrs., 60 days 25 


New York 1906 Mortgages ................. 50 
Oklahoma 1913 Mortgages: 
Maturity 5 yrs. or more.... 10 
Maturity 4 YTS. ow. wn coe 8 
[Os 6 
Maturity 2 yrs; .............- 4 
Maturity less than 2 yrs.... 2 
Notes, bonds and choses in 
aE ater estar ele oe 200***** 
Tennessee 1917 Mortgages ................. 10 
Virginia W910. Mort@ages 2... 2.6.0 wn. 10 





*50¢ per $500 or fraction thereof. 
** Alternative secured debts, 10¢ per yr. of life plus 10¢ (per $100) 
repealed March 11, 1930. 
“8206 ‘om $100) on mortgages maturing in 5 yrs. or more. 
**** Annual, 8% of gross interest—Frederick County only. 
*****20% of face value every five years. 





FOOTNOTES TO TABLE 1 ON PRECEDING 
PAGE 


1 Not necessarily the general practice. General rates apply in Miss- 
issippi, for example, only to cash and receivables bearing over 6% 
interest. 

2 Or general rates on low valuations (Montana and Louisiana). - 

3 Does not include cases, as Mississippi, where exemption depends 
upon rate of interest, or any exemptions limited to classes of business, 
as stock of manufacturing companies. 

* Considered exempt if taxed mortgage is deductible from tax value 
of property by which it is secured, except where deduction is limited 
(as in Indiana). 

5 Mortgage value deductible from real estate value, or net value of 
property and mortgage taxed as a unit. 

® Optional. 

Taxable on “excess of such loan over such valuation” (of real es- 
tate by which secured). 

* If property of corporation is taxed. Burden of proof is on asses- 
sor to show that corporate property is not taxed by another state. 

®In practice. 

10 Only certain corporate securities legally taxable. 

11 Mortgage debt up to $1,000 (but not exceeding ™% assessed value 
of real estate) deductible from assessed value of real estate by which 
secured, if mortgagor reports name and residence of mortgagee, etc. 

12 Secured debts tax repealed March 11, 1930. 

Tf principal office is in Kansas. 


% At least 75%. 


1% Applies only to taxable bonds, (bonds of other states and their 
subdivisions and of corporations and bonds secured by real estate, but 
not secured by real estate located exclusively in Louisiana) which are 
taxed at general rates and assessed at 10% of market value. 


16 By Court decision (147 La. 567), taxation of stock of domestic 
corporations would result in discrimination in favor of national banks. 

17 Taxable only if bearing interest of more than 6%. 

18 If corporation pays taxes on both property and capital, taxation 
of stock in hands of owner would be double taxation; and stocks of 
foreign corporations are not taxable if corporations own no property in 
Missouri. (141 S. W. 888. 

1 General rates: low valuation. 

20 If corporation is taxed on its entire property in Nevada. 

21 Only specified classes of property taxed; no intangibles included. 

22 Very liberally interpreted. 

23 Probably (no decisions). 

* Except moneyed capital in competition with national banks. 

25 If corporation elects to pay entire franchise tax (.1%) without 
allocation for property and business outside of Ohio. 

*6 Declared unconstitutional October 24, 1930. 

27 Money at interest exempt if income is taxed; presumably now 
taxable under general income tax, since special income tax is unconsti- 
tutional (see note 26). 

28 If corporation pays capital stock tax or is exempted therefrom. 

2? Taxed at source; Corporate Loans Tax. 

30 Stock of corporations doing business in R. 1. 

31 Bonds of corporations paying taxes on corporate excess or irene 
earnings (includes practically all corporations doing business in R. 

32 Amendment permitting, adopted by popular vote November, 1936, 
but not yet ratified by legislature. 

33 All but money and deposits exempt to individuals. Corporation 
ee reached by capital stock tax. 

Amendment adopted November, 1930. 

35 Money loaned at interest of not over 5% exempt. 

3% Legally, all exempt except cash; in practice, all. 

37 If property is taxed in est Virginia or another state. 

38 If principal place of business is in 


D. C. and principal assets are 
taxed there. 
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United States. 


property exemptions are common throughout the 
Beyond this it is necessary to exam- 
ine with some care the information contained in the 
individual columns. ‘ 


Columns 2 and 3 have been discussed. 
be pointed out, however, that two states, Utah and 
Washington, joined the groups in which classifica- 
tion is permitted last year, while South Carolina will 
be added if the legislature approves an amendment 
adopted last November by popular vote. 
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It should 


As indicated by Column 5, only fifteen of the 
thirty-three states which have the power to classify 
intangibles make any use of this power, while in one 
of these states, Louisiana, only one small group of 







Table 3 


properties is separately classified. To these fifteen 
there should be added four of the states in which, 


April, 1931 





while intangibles are not taxed at low rates on an 
annual basis, mortgage recording taxes are imposed. 
An additional six states, not included in either of the 
above groups, while they.either do not have or do 
not use the power of classification, impose taxes on 
the income from intangibles and exempt most in- 


tangibles from ad valorem taxes. 


homa and Virginia, 


Two states, Okla- 
impose both income taxes and 


low rate annual and registration taxes on certain 


intangibles. 


New York has both an income tax and 


a mortgage recording tax, and exempts all intangibles 
from annual property taxes. 


(Continued on page 154) 





ANNUAL LOW-RATE AD VALOREM TAXES IMPOSED BY VARIOUS STATES ON 
INTANGIBLE PROPERTY, JANUARY 1, 1931 




















(Not including recording taxes or taxes on bank deposits or bank stock if taxed to the banks) 



















































































































































































Exemptions—other than 
United States bonds or 
other evidences of indebt- 
edness and exclusions 
indicated by heading above 





California state, county, city, 
municipal, and district bonds. 
Bonds of corporations wholly 
secured by land in California. 
Stocks and bonds of domes- 
i Savings de- 
posits in banks and building 
and loan companies. 





Bonds or other evidences of 
indebtedness of Connecticut 
taxing districts issued after 
April 1, 1917, or if exempted 
by act of issuance. Stock 
of foreign and domestic cor- 
Such part of mort- 
gages, bonds or notes as is 
real estate in 
Bonds, notes 
and other evidences of debt 
of certain public utilities if 
originally chartered in Con- 










































































Distribution 


Inquisitorial Powers of 
Assessors of Tax 


Assessors may demand state- State % 
ment under oath; have pow- semmy 26 
er to subpoena and examine School Dis 
any person relative to state- tricts 4 
ment under ge 4 of $100 

for each failure to meth 39 

Assessor may also make ar- 

bitrary assessment in absence 

of statement. 


State as to 4 
Statement under oath; have mill tax. Lo- 
power to make exorbitant as- cal taxes _re- 
sessment in absence of state- tained by Tax 
ment to ‘be reviewed by the District. 80% 
board of relief. estate penalty 
tax is returned 
to place of res- 
idence of de- 
cedent. 





Stock of corporation whose 
principal place of business is 
in D. C., and whose princi- 
are located 


Statements under oath. 





Stock of domestic and for- 
eign mercantile companies, 
domestic manufacturing com- 
panies and all telephone and 
telegraph companies. County, 
municipal and district bonds 


Wide powers but seldom 1 mill for sol- 
used. diers’ bonus. 
Remainder in 
proportion to 
millage levied. 

























































































































































































greg property tax: (ap- 

lied to individuals only) 

oneys and_ credits, gold, 
silver coin, U. S. treasury 
and bank notes, currency, 
foreign stocks, bonds, annui- 
ties, royalties, contracts, 
copyrights, claims secured by 
deeds, liquidated claims and 
demands for money, building 
and loan withdrawal shares 
and every other’ valuable 
thing of an intangible nature. 
(Offset for debts.) 


Secured debts tax (optional, 
in lieu of intangibles tax). 
Bonds, debentures or obli- 
gations issued by any other 
state, foreign government or 
political subdivision thereof, 
the due date of which is not 
less than one year. (Stamp 
tax.) 

Additional registration tax 
on “secured debts” (optional 
—if paid, exempted debts 
from further taxation to ma- 
turity). 


5 mills 100% 


1 mill for 100% 
each year 


of life 


1 mill 
(paid to 
county 

treasurer 
at time of 
cancellation 
of secured 
debts tax 
stamps) 


100% 


Per Cent 
of full 
State Intangibles Taxed Rate Value 
California Notes, debentures, stocks, 2 mills 100% 
bonds, deeds of trust, mort- 
gages and any legal or equi- 
table interest therein. 
Solvent credits (including evi- 1 mill 100% 
denced receivables and com- 
mercial deposits in banks). tic corporations. 
(Offset permitted in certain 
instances. ) 
Connecticut Notes, bonds or other choses Option of 100% on 
in action. (Individuals and owner. 4 face 
partnerships may deduct ac- mills to amount 
counts payable from accounts State Treas. 
receivable. Open book ac- (Registration) 
counts are exempt to corpo- or 
rations.) Local rate to 100% on porations. 
local agency fair market 
Savings deposits in National value secured by 
Banks if such bank has not Connecticut. 
elected to pay tax on such 
deposits. 214 mills 100% 
necticut. 
District of Moneys, credits, mortgages, 5 mills 100% 
Columbia chattel mortgages, stocks, 
and bonds. 
pal properties 
there. 
lowa Money and credits including 5 mills plus 100% 
bank deposits. (Good faith 1 mill for 
debts may be deducted.) soldiers’ 
bonus bonds 
or Certificates. 
Kansas ‘““Money and Credits” and “Secured Debts” tax laws repealed 


effective March 11, 


Federal securities and bonds 
exempt by Congress, Kansas 
municipal and State bonds 
issued prior to March 1, 
1925. Stocks of corpora- 
tions whose principal offices 
are in Kansas. 

Personal exemption—$100. 





(Table 3 Continued on page 157) 
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ADMINISTRATION or Tax Disposition ome 1 a or 
citation Title of tax 23 2 Basis of tax Rate of tax or year of informa- Date tax is due 
to Laws) age report on which tion is 
Pai Assessment Levy Collection State Local tax is computed due 
Ces 
Chs. 59-60.......| General property...... A | Land, buildings andj Value of property....| Fixed locally to meet] Local assess-| Local bodies} Localcollect-| None......} All......... : 
tangible personalty.! requirements. ors. ors. Asin assessor's} Not later thaa 
Apr. 1. notice. Oct. 15 unless 
oe 2 eS) ere A Males over 20 years...| Flat rate.......... Mantsh¢cerencutveeie Local assess-| Permanent} Localcollect-| None Oe ewesas earlier date is 
(910). ors. by Statute.| ors. fixed by local 
ordinance. 
Ch. 58, Secs. 9-10.) State tax (Deficiency Bill)} A | Corporate tax distribu- Rate REET. vcthaiountenetnesiee Local assess-| Annual by| Local col-} All None... . Apr .1.. Before Legis-| Nov. 20. 
tions, local property} polls at 1/10 mil ors. State Legis-| lectors. lature ad- 
and polls. each, lature. P- : journs. 
Ch. 63, See. 30-52.| Domestic business and} A }| Carrying on of business} Value of corporate{| ?.... ............... ) { 5/e to cities and) Fiscal year for| Apr. i-10 30 days from 
: domestic manufacturing in state in corporate] excess and net in- | 1H) towns distributed| income; t date of bill (not 
corporation. capacity. come. by on base used for} day thereof before Oct. 20). 
Ch. 63, Secs. 30-52) Foreign business and for-| A a ee . State tax. for corporate 
eign manufacturing cor- | excess (or in 
poration. { certain cases, 
P 1° domestic; April 1). 
Ch. 63, Sees. 22-23} Insurance premium... A Net premium income.|\2% foreign cos........ | Seer ne Year ending} January 30 day# from 
Dec. 31. date of bill (not 
— later than July 
Ch. 63, See. 20 Life insurance...... . Privilege of doing|| Net value of policies.) 14 of 1%... ...... All... None...... Dec. 31... . Ov or beforel} 1.) 
: BD business in state in May 1. 
Ch. 63, See. 18 Savings bank life insurance corporate capacity. Funds held as insur-| 14 of 1%%............- All None Dec. 31......] On or before] On of before 
ance reserve or sur- May 10 and) May 25 and 
. plus. Nov. 10. Nov. 25. 
Ch. 63, Sec. 17. Massachusetts Hospital] A Annuity reserve.....| 4 of 1%........... lis meas None Dec. 31.... On or before} Not later thao 
Life Insurance Co. | May 1. July 1. 
SERB ccne Inheritance........... 8 Transmission of proper-| Value of property....| Four clastes; graduated ma None Date of death.| 90 days after] Year from date 
ty by will, intestate rates, 1 to 7%, 1 to | court appoint-| of bond. 
law, by deed, grant or 9%, 3 to 12%, 5 to | ment. 
gift, vesting in pos- 12%. | 
session or enjoyment 
after death or in con- | H 
templation of death. | } 
Ch. 65A ssc eisees eu S | Transfer of the estate. | Value of property. To acquire 80°; credit | All None Date of death.| 90 days after! 18 months from 
4 Federal Estate Tax. | | ‘courtappoint-} death. 
Ch. 63, Sees. 11-16) Savings bank deposit — A) Average deposits 43 of 168..... 1 All.. eee ment. 
Ch. 63, See. 17 Massachusetts Hospital| A || Privilege of doing busi-|} Deposits R le of 1%s 1} i ae None....... {| Sixmonthspre-| On or before} May 25 and Nov. 
Life Insurance Co. deposit }| ness in state in cor- Com- | Com- } ceding May 1} May 10 and} 25. 
Ch. 63, Secs. 11-16) Savings department of] A {| porate capacity. Average deposits % of 168... missioner | missioner || All....... ec 8~<4e- { and Nov. I. Nov. 10. 
trust companies deposit. J of | Perman- of 
Ch. 63, Sees. 1-7 .| National bank. . A Net income...........] Net income........ Determined by Com-|} Corpora- {|} ent by > Corpora- 
Ch. 63, Secs. 1-7..| Trust company A Privilege of doing busi-| Net income........ miseioner of Corpora-|| tions and Statute ||| tionsand || From non-| From resident} Fiscal year...) 
ness in state in cor-| tions and Taxation’..|| Taxation Taxation resident| shares in Massa- | | 
porate capacity. shares. chusetts. 
Ch. 63, Secs. 53-60} Street railway Co... ... The share! All to cities and) 
from opera-| towns except e 
tions on] state's share. 
state reser- 
silt iaasiaiiniiia vations. 7 | 
Electric Co.............|| Masel oerereee ot Coe {|)To cities and 
Gas & electric light Co... || preceding years, said , towns where busi- 
jhe! CO... . soe seeees annual rates determin- | ness is carried on./ 
— - {| A | Corporate franchise Value of capital stock ral - a A. All from}||To cities and|| Apr.1.. Between Apr. 1] 30 days from 
Railroad Co.......... | (or proportionate te - — or. " n on -||! towns on basis and 10. date of bill (not 
Telephone& telegraph Co. part haat yg <etad Gone mo coe ined resident}|{ of assessed valu- before Oct. 20). 
value of property perprals ecco. \ subeinge shares. ation. 
Power Co. ; taned local on said valuations. 
Crematory Co..... y: ‘ti 
‘ 7 Tocitiesand towns 
Safe Deposit Co.. . from resident 
Bridge Co........ il} shares. | 
BNO. 6 ives s vece ; \ | } 
CE » sacuiied Stock transfer... . S | Transfer of stock. . Par value of stock...| 2c on cach $100....... | All... ee Date of trans-} Stamps affixed] When transfer is 
| fer. tocertificates.| made. 
Ch. o2.... Income A Income of individual;| Income received 144° on business in- Expense of| Allelsetocitiesand) Year ending} On or before} On or before 
partnership, associa- come, 144% on annui- adminis-| towns by two dif-| Dec. 31. Mar. 1. Oct. 1. 
tion or fiduciary. ties, 3%, on gains from tration. ferent methods. 
sale of intangibles, 6°, 
on interest and divi-|| 
dends. 
Ch. 181, See. 23. .| Foreign corporation regis-| S Privilege of registration] Flat rate. . iivasckiineestdsesed Mb sac None ‘ Date of regis-| Upon registra-|] Upon registra- 
tration fees. in state. tration. tion. tion. 
Ch. 182, Sec. 2 Voluntary association) S$ Organization of volun-| Flat rate Dia sencbese scnesees ae See 
Tegistration fees. taty associations and } } | } 
trusts where beneficial 
interest is divided into} 
transferable certificates 
” = participation or 
shares, 
Ch Re en cine Excise tax on registered) A Use of highways by} Determined value of| Same rate as on corpor-| Local assess-| Local....;. ae None,.... ees Monthly basis.| Information| 30 days from 
motor vehicles. motor vehicles. motor vehicle.* ate franchise. ors. from registra-| date of bill. 
tion. 
CRG ccivcdaed Registration. ........... 8 Privilege of operation Autos, b.p.; trucks,|Autos, gas-driven, $3-/Department |Department |Department | All........ ere Date of regis-| At time of} At time of regia 
wt. of vehicle and} $7.50; non-gas $10-| of Public | of Public | of Public tration. Tegistration. tration. 
load; omnibus, no.! $25; trucks, $1.50 per} Works. Works. Works. 
of seats. 1,000 wt., min. $6 (but 
non-gas $5 per 1,000 
wt. min. $20); omni-; 
: bus, $1.20-$4 per seat. 
| eee Sales of gasoline and cer-| 8 Privilege of registration.| Purchase of fuel.....| 2c per gallon... ... Commission-| Commission-| Commission-| All........ | ae Monthly Monthly. . Monthly 
tain other motor vehicle er of Cor-| er of Cor-| er of Cor- 
fuel. porations| porations} porations 
and Taxa-| and Taxa-| and Taxa- 
tion. tion. tion. 
COBB i esncsed All appeals from SS of aa subsequent to Dee. |1, 1930 to newly qreateid Board of Tax Appeals.| Chap. 416-|1930. 








Chart prepared by Henry F. Long, Massachusetts Commissioner of Corporations and Taxation, State Horse, Boston, and Professor D. H. Davenport, Graduate School of Business Administration, Harvard University. 


‘Merchandise and other tangible personalty, except registered motor vehicles and machinery 
owned by corporations 2A deficiency bill determined by an annual legislative act covering differ- 
ence between money appropriated and revenue available fer State purposes based on figures repre- 
senting corporate values, local values and polls, apportioned among the localities every three years. 
3(1) $5 per thousand upon the value of corporate excess (Ch. 63, sec. 32). “‘Corporate excess” is the 
fair value of the corporation's capital stock, including surplus and undivided profits less the value of 
(a) its works, structures, real estate, motor vehicles, machinery, underground conduits, wires and 
pipes subject to local taxation in Massachusetts, except such part of the real estate as represents the 
interest of a mortgagee, (b) its securities, the income of which would not te liable to taxation if received 
by natural persons, except shares in national banks and voluntary associations, trusts and partnerships, 
(ec) its tangible personal property situated outside Massachusetts, except the interest of a mortgagee 
therein, (d) its cash and accounts and bills receivable attributable to an office outside Massachusttts. 
(G. L., Ch. 63, see. 30, cl. 3), (2) 244% of net income assignable to Massachusetts after a deduction 
(in case of manufacturing corporations) based on machinery used in manufacturing, provided in sec- 
tion 38C. (Ch. 63, sec. 32). rovided that no corporation shall pay a total excise less than (a) 1/20 
of 1% of the fair value of its capital stock (Ch. 63, sec. 32), or (b) (If its profits are derived from tan- 
gible personal property) 1/20 of 1% of its gross receipts assignable to Massachusetts (Ch. 63, sec. 
32A). Chapter 359 of the Acts of 1929 (see G. L. Ch. 63, sec. 38B) makes a relatively small group 
of these business corporations, exempt from the above provisions by taxing them as security corpora- 
tions. The group is limited to corporations engaged exclusively in buying, selling, denling in, or holding, 
securities on their own behalf and not as brokers. Such corporations are required to pay an excise 
equal to the sum of the following: (a) 6% of dividends and interest received which would be taxable 











to an individual if received by him, (b) 14% of business income, (c) 3% of gains from dealing in in- 
tangibles. It is further provided that tbe excise shall not be less than 44 of 1% of the fair value of the 
corporation's capital stock nor less than such per cent of its net income as constitutes the rate for finan- 
cial cbrporations. A minimum tax of 1/10 of 1% of receipts assignable to Massachusetts is provided 
for subsidiary corporations which do not disclose true earnings (Ch. 63, sec. 33), and also an excise of 
1/3 of 1% upon the value of ships and vessels engaged in interstate or foreign carrying trade or com- 
mercial fishing (Ch. 63, sec. 67), in which event the value of the ships and vessels is deducted in deter- 
mining corporate excess. The yield from both of these taxes is so slight as to make them of almost no 
importance. 4(1) $5 per thousand upon the value of the corporate excess employed by it in Mussa- 
chusetts. (2) 244% upon its net income derived from Massachusetts business after a deduction(in 
case of manufacturing corporations) based on machinery used in manufacturing, provided by section 
42B, subject to the credit for dividends paid to Massachusetts inhabitants provided by section 43 
(Ch. 63, sec. 39). Provided that every such corporation shall pay a total excise not less than (a) 
1/20 of 1% of such proportion of the fair value of its capital weaeke as the value of its assets employed 
in Massachusetts bears to the value of al! its assets. (Ch. 63, sec. 39) or (b) (If it derives its profits 
from tangible personal property) 1/20 of 1% of its gross receipts assignable to Massachusetts business. 
(Ch. 63, sec. 39C.) NOTE. A minimum tax of 1/10 of 1% of receipts assignable to Massachusetts 
is provided for subsidiary corporations which do not disclose true earnings, but the yield from this tax 
is so slight as to make it of no importance. (Ch. 63, sec. 39A.) ‘Retaliatory provisions app 
*Less allowable deductions (Sec. 12, Chap. 63). TBased on statutory method (Sec. 2, Chap. 63) 
*Determined under statutory control by. Commissioner of Corporations and Taxation. 

















Changes in Constitution Relating to 
Taxation Proposed in Oregon 


WO proposed constitutional amendments af- 
fecting taxation will be referred to the voters 
the State of Oregon at the next general election 


the result of resolutions adopted by the Legis- 
lature, 


of 


as 


One of these resolutions provides that all persons 
voting on bond issues and special tax levies shall be 
taxpayers. 

The second of these proposed constitutional 
amendments authorizes tax-levying bodies to use 
any one of three preceding years as a base in in- 


creasing a tax levy under the 6 per cent constitu- 
tional amendment. 




























































































































































































































































































HE preliminary statistics of income for the 

calendar year 1929, recently issued by the 

Bureau of Internal Revenue, reveal among 
other interesting facts, the first details of the effect 
on individual incomes of the stock market crash of 
1929. 

The complete statistics for 1928 show capital net 
gain from sale of assets held more than two years 
by individuals who filed return for that year to have 
been $1,879,780,038, or $436,413,392 less than the 
similar gains reported for 1929 in returns filed to 
August 31, 1930. With respect to sale of assets held 
for more than two years, net gains in 1929 established 
a new record. 

A somewhat less favorable showing is made in 
the case of the sale of assets in 1929 which had been 
held for a shorter term. Profit from sale of assets, 
other than capital net gain from sale of assets held 
more than two years, according to the preliminary 
report for 1929, was $2,239,763,714, but against this 
were net losses amounting to $661,773,366, so that 
aggregate net profit appears to have been reduced 
to $1,577,990,348. Complete figures for 1928 show 
profit from sale of assets, exclusive of capital net 
gain, was $2,928,141,616, with a net loss total of only 
$171,743,165, or an aggregate net profit of 
$2,756,398,451. Combining capital net gains and the 
excess of profits over losses on sales of assets not 
included in capital gains, the balance was in favor 
of 1928 by approximately 742 million dollars. 

Notwithstanding a large decrease in the type of 
income discussed above, total net income of indi- 
viduals who had filed returns up to August 31, 1930 
for the year 1929 was $151,508,802, or 0.62 per cent 
greater than the revised corresponding figure for 
1928, but decreases in income tax rates resulted in a 


decline of $151,195,993, or 13.24 per cent, in tax 


liability. Further details are shown in the table 
below: 
1928 1929 
Number of returns ........ 3,950,959 4,034,702 
Number taxable ............ 2,434,640 2,465,385 
Total net income ........ $24,367,788,175 $24,519,296,977 
Av. net income ............ wl 4 
TES ree ie 1,142,259,780 991,063,787 
POW TO FONE i Bien es cnwencn 4.64 4.64 


The number of individuals who reported incomes 
of a million dollars and over was 504, as compared 
with 496 in 1928 on the basis of returns for the latter 
year filed to August 31, 1929. Thirty-six individ- 
uals had income in 1929 of $5,000,000 and over. 
Their average income, as reported, was nearly 
$10,000,000. Approximately one in eight thousand 
of the individuals who up to August 31, 1930 had 
filed returns for the calendar year 1929 had incomes 
of a million dollars or over, but these 504 individuals 
received nearly 5 per cent of the total income re- 
ported by individuals; their share of tax liability 
was 18.78 per cent of the total. Those with incomes 
of $50,000 and over made up less than 1 per cent of 


Tax Statistics Reflect Changes In 
Distribution of Income 


all who filed returns, but their combined net in- 
comes were 24.27 per cent of the total for all who 
filed returns, and their tax liability was 81.18 per 
cent of the total. The group with incomes of 
$10,000 and over, comprising 9.22 per cent of all 
who made income tax returns, had 49.42 per cent of 
the total net income reported for all individuals and 
paid 98.63 per cent of the total tax. 

In the higher income groups, dividends and 
profits on the sale of assets constituted the bulk of 
income received. For all who filed returns the pro- 
portion of such income was but 31.58 per cent of the 
total, but in the class with total incomes of $50,000 
to $100,000, dividends accounted for 32.99 per cent 
of all their income and profits from sale of assets 
made up an additional 25.79 per cent. Dividend 
payments yielded 23.87 per cent of the income of 
the group reporting income of a million dollars and 
over, while the proportion of income representing 
profits on the sale of assets averaged 61.98 per cent. 

For the year 1929, individuals with incomes of 
$50,000 and over, who, as previously stated, were 
less than 1 per cent of all who filed returns, received 
67.68 per cent of the net profits on sale of assets re- 
ported by all individuals. 

For corporations, 1929 was a year of extraordi- 
nary prosperity, net income of returns filed within 
eight months after the calendar year showing a gain 
over the corresponding returns for 1928 of 
$723,774,001, or 7.59 per cent. The aggregate tax, 
however, on account of the decreased tax rate, was 
$12,316,259, or 1.16 per cent, less than in 1928. 
Comparative figures for the two years follow: 


1928 1929 
Corporations reporting ...... 473,353 495,515 
ee eee $9,537,533,143 $10,261,307,144 
a rrr 1,059,302,096 1,046,985,837 


The following compilation shows the number of 
corporation returns, distributed by size of net in- 
come; also the number showing no net income and 
inactive concerns: 

Income Class 


Number of 
Returns 
Returns showing net income: 

SS eee ee eee ee 144,964 
ES Serer ere ree 108,321 
$100,000 under $500,000 ..................... ce 
$500,000 under $1,000,000 .................. oot PZ 
$1,000,000 under $5,000,000 ...................... 1,007 
rr Per ee 266 
Total showing net income ................... 263,768 
Total showing no net income ................ 181,641 

Inactive corporations—no income data re- 
SNE? 2 Ths Ree ae ee Jae os Cae 50,106 
» RN hal ek, Ecsta hed Aah he pope ype arg SF 495,515 


In 1928 there were 135,013 corporations showing 
net income of less than $3,000; 112,259 with incomes 
from $3,000 to $100,000; 7,929 with incomes from 
$100,000 to $500,000; 1,195 with incomes from 
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$500,000 to $1,000,000 921 from $1,000,000 to 
$5,000,000 and 204, $5,000,000 and over. 

Variations in the sources of individual income for 
the years 1926 and 1929, both of which were periods 
of more than average prosperity, are shown in the 
table below. Requirements for filing returns were 
identical in the two years, and figures for both years 
are those shown in the preliminary statistics. 


SOURCE OF INCOME AND DEDUCTIONS IN 
INDIVIDUAL RETURNS 


(000 omitted) 
1926 1926 1929 1929 
Per Per 


Amount Cent Amount Cent 
Personal Industry: 


Salaries, wages, etc.. $10,211,059 39.38 $10,740,029 37.32 
ae 5,301,848 20.41 5,112,468 17.80 
WE Swedes $15,512,907 59.79 $15,852,497 55.12 


Income from property: 











Rents and royalties... 1,517,574 5.85 1,167,612 4.06 
i re 2,093,300 8.07 2,167,918 7.53 
Dividends .......... 3,991,411 15.39 4,525,716 15.74 
Fidwctary .......... 337,066 1.30 493,265 1.71 
pS Re a Set 2 7,939,351 30.61 8,354,511 29.04 

Profits from sale of 
GIMME Hic bios 2 eosin 2,479,422? 9.50 4,655,957? 15.84 
Total income .... 25,931,680 100.00 28,762,965 100.00 
General deductions .. 4,366,503 17.84 4,243,668 14.75 
$21,565,177. 83.16 $24,519,297 85.25 








1Includes $905,193,831 of capital net gain. 
2Includes $2,316,193,430 of capital net gain. 

The following table shows the number of indi- 
viduals in each class who filed returns for the years 
1926 and 1929, on the basis of preliminary statistics 
for both years. 





Increase 

or 
Income Class 1926 1929 Decrease 

(Thousands of dollars) % 
DR aor ices wteaet wi 3,243,224 3,065,701 —5.45 
LL « eee 560,549 597,217 +6.43 
eo a ae ee 246,730 269,700 +9.32 
2 eer 57,484 63,404 +10.31 
SO) ander 400... . 565 noses 20,520 23,949 -+16.70 
100 under 150... . .. ek. 4,724 6,340 +34.20 
150 under JOO ..... .. 6. ee 3,267 5,268  -+61.25 
Joo under 500 ......... 2: ; 892 1,622 -+81.84 
500 under 1000 ............ 468 967 +103.31 
jig re 231 504 -+109.09 

| Ey eee Cet ee 4,138,092 4,034,702 


—2.49 
Maine Inheritance Tax on Stock Owned. 
by Nonresident Decedents Sustained 


‘Dae provision of the Inheritance Tax Law of 
the State of Maine taxing transfers of stock of 


} a domestic corporation owned by a nonresident de- 


cedent is not in conflict with the Federal Constitu- 


| tion, the Maine Supreme Judicial Court decided in 
) the case of State of Maine, by Clement F. Robinson, 


Attorney General v. First National Bank of Boston, 
didm. of the Estate of Edward H. Haskell. 

The decision is of general interest, as it involved 
the much mooted scope of three important decisions 
of the United States Supreme Court, which, by im- 
plication, the defense argued, invalidate the Maine 
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tax in question. With reference to the significance 
of those decisions, relating to inheritance or transfer 
taxes on intangibles held by nonresident decedents, 
the opinion of the Maine Supreme Judicial Court 
says: 

Farmers’ Loan and Trust Company v. Minnesota [280 UV. S. 
204] denies the right to impose a succession tax on bonds 
and certificates of indebtedness, and Baldwin et al. v: Mis- 
sourt [281 U. S. 586] follows Farmers’ Loan and Trust Com- 
pany v. Minnesota as to the right to tax bank deposits, 
coupon bonds and promissory notes, but those cases and 
the case of Beidler, II, et al., Exrs. v. South Carolina Tax 
Commission [decided by the Supreme Court of the United 
States on November 24, 1930], which denied the right to 
tax advances and dividends, do not stand for and we do 
not believe they were intended to stand for the proposition 
that the state in which a corporation is organized can not 
impose a tax on the transfer of stock in such a corporation 
owned by such nonresident decedent. 


Idaho Adopts Income Tax on Corporations 
and Individuals 


N INCOME tax on individuals and corporations 

will be levied by the State of Idaho beginning 
on July 1, 1931 for taxpayers on a calendar year 
basis. The bill (H. 2) was signed by Governor C. 
Ben Ross on March 17. 

Individuals and corporations are taxed at the 
same rates—l per cent on the first $2,000 of taxable 
net income; 2 per cent on the second $2,000; 3 per 
cent on the third $2,000; and 4 per cent on the 
amount over $6,000. The exemptions in the case of 
individuals are $1,000 for single persons; $2,500 for 
married persons, and $300 for dependents. 

Many of the provisions of the bill are similar to 
the corresponding Federal statute. If the income 
of corporations from sources within the State can 
not be segregated from sources without the State, 
an allocation may be made by processes or formulas 
of general apportionment prescribed by the Com- 
missioner. 

Corporations which are affiliated may make sepa- 
rate returns, the bill provides, “or under regulations 
prescribed by the Commissioner, make a consoli- 
dated return of net income for the purpose of this 
act, in which cases the taxes thereunder shall be 
computed and determined upon the basis of such 
return.” 


New York Estate Tax Law Relating to 
Trusts is Amended 


NDER the New York Estate Tax Law as 

amended by a bill signed by Governor Roose- 
velt on March 10, the tax is now specifically 
applicable to transfers in trust made by a decedent 
where possession or enjoyment of the income is 
reserved or where the right to control the benefi- 
ciaries is retained. 

The New York Estate Tax Law is closely mod- 
eled after the Federal Estate Tax Law and the 
amendment is the same as the amendment of the 
Federal Law made by Congress on March 3, fol- 
lowing the decisions of the United States Supreme 
Court that the Federal estate tax did not require the 
inclusion in the gross estate of interest in such 
trusts. 
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The first part of Section 249-r and paragraph 3 
now read as follows (new matter in italics) : 

The value of the gross estate of the decedent shall be 
determined by including the value at the time of his death 
of all property, real or personal, tangible or intangible, 
wherever situated (except real property situated and tan- 
gible personal property having an actual situs outside this 
state): 

218, G88 

2. To the extent of any interest therein of which the 
decedent has at any time made a transfer, by trust or 
otherwise, in contemplation of or intended to take effect 
in possession or enjoyment at or after his death, including 
a transfer under which the transferor has retained for his 
life, or any period not ending before his death (a) the pos- 
session or enjoyment of, or the income from, the property or 
(b) the right to designate the persons who shall possess or 
enjoy the property or the income therefrom; except in case 
of a bona fide sale for an adequate and full consideration 
in money or money’s worth. Any transfer of a material 
part of his property made by the decedent within two years 
prior to his death, without such consideration, shall, un- 
less shown to the contrary, be deemed to have been made 


in contemplation of death within the meaning of this 
article. 


Rules for Filing Petitions for Review of 


Tax Assessments in Pennsylvania 


HE Pennsylvania Board of Finance and Rev- 

enue has issued the following rules as to filing 
of petitions for review of tax assessments, under 
Section 1103 of the Fiscal Code. 

The Fiscal Code of 1929, approved April 9, 1929, pro- 
vides (section 1103) that “Within 30 days’ after notice by 
the Department of Revenue, of the action taken on any 
petition for a resettlement filed with it, the party with 
whom the settlement was made may, by petition, request 
the Board of Finance and Revenue to review such ac- 
tion.” 

The petition must be a new petition, complete in itself, 
and captioned “Petition For Review.” It must state spe- 
cifically the reasons upon which the petitioner relies. “The 
petition shall be supported by affidavit that it is not made 
for the purpose of delay, and that the facts therein set 
forth are true. If the petitioner be a corporation, joint- 
stock association, or limited partnership, the affidavit must 
be made by one of the principal officers thereof.” 

This petition must be addressed to the Board of Fi- 
nance and Revenue. This Board requires that a copy of 
the letter of the Department of Revenue notifying the 
petitioner of that Department’s action on the petition for 
resettlement must be attached to the petition for review 
as an exhibit. (In case the action of the Department 
took the form of a resettlement, a copy of the statement of 
the resettlement must be attached.) 

There must be a separate petition for review filed in 
the case of each tax settlement complained of (for in- 
stance, the petition should not cover a capital stock settle- 
ment and a corporate loans settlement even though both 
settlements are for the same year and were made on the 
same date.) 

Important—every petition for refund or review of settle- 
ments in corporation tax and bonus matters is required to 
have a certificate attached thereto signed by the same 
officer who executed the petition involved, setting forth 
from what source the information contained in the peti- 
tion was procured and who actually prepared said peti- 
tion. 





Income Tax Bills Passed by Two 


Legislatures Vetoed 


MONG the measures passed by the Indiana Leg- 
islature which failed to receive the signature of 
Governor Harry G. Leslie was the bill (H. 383) 
providing for the levy of a personal income tax. 
Question was raised as to the legality of the action 
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of the Legislature in passing this and several other 
bills after midnight of March 9, when the session 
was supposed to adjourn sine die. 

The personal income tax and corporation earn- 
ings tax bills (S. 26 and S. 27) passed by the 
General Assembly of the State of Washington were 
vetoed on March 24 by Governor Hartley. 


Amendments of Regulations 


Net Losses of Insurance Companies 

Regulations 74 have been amended by the addi- 
tion thereto of the following new matter dealing 
with losses of insurance companies: 

Art. 996. Net losses; insurance companies.—In the case of 
an insurance company subject to the tax imposed by Sec- 
tion 201, the “net loss” is the amount by which gross in- 
come as defined in Section 202(a) is exceeded by the de- 
ductions allowed by Section 203 excluding: 

(a) The amount of interest received during the taxable 
year allowed as a deduction under Section 203(a)1, in excess 
of the amount of interest paid within the taxable year 
which is not deductible under Section 203(a)8; 

(b) The amount received as dividends and allowed as a 
deduction under Section 203(a)3. 

(c) The amount allowed as a deduction under Section 
203(a)4 on account of sums held as a reserve for dividends; 
and 

(d) The amount allowed as a specific credit under Sec- 
tion 203(a)9. 

In the case of an insurance company subject to the tax 
imposed by Section 204, the “net loss” is the amount by 
which gross income as defined in Section 204(b)1 is ex- 
ceeded by the deductions allowed by Section 204(c) ex- 
cluding: 

(a) The amount of interest earned during the taxable 
year allowed as a deduction under that part of Section 
204(c)8 which refers to interest exempt from _ taxation 
under Section 22(b)4, in excess of the amount of interest 
accrued within the taxable year which is not deductible 
—— Section 204(c)2 in view of the provisions of Section 
23(b); 

(b) The amount of interest allowed as a deduction under 
that part of Section 204(c)8 which refers to interest al- 
lowed as a credit under Section 26; 

(c) The amount received as dividends and allowed as a 
deduction under Section 204(c)7; and 

(d) The amount allowed as a specific credit under Sec- 
tion 204(c)10.—T. D. 4309: X-11-4982 (p. 8). 

Article 1603 of Regulations 62 and Article 1625 
of Regulations 65 and 69 are similarly amended by 
T. D. 4308: X-11-4981 (p. 9). 


Court Decisions 


Affiliated Corporations.—The kind of control meant by 
Section 240(c) of the 1921 Act relating to affiliated corpo- 
rations is the legally enforceable right to control the requi- 
site amount of stock. The fact that one individual 
dominated the business policies of several corporations 
without interference from the other stockholders is not 
sufficient.—United States Circuit Court of Appeals, Second 
Circuit, in Commissioner of Internal Revenue v. Gong Bell 
Manufacturing Company. Decision of Board of Tax Ap- 
peals, 15 BTA 152, reversed. 

Associations Taxable—A so-called Ford Car Owners 
Protective Association by which car owner members were 
paid for losses by funds voluntarily contributed by the 
rest of the members, is held subject to the tax on insur- 
ance imposed by Section 504 of the Revenue Act of 1917 
and Section 503 of the 1918 Act—United States Circuit Court 
of Appeals, Seventh Circuit, in C. Franklin Davis, Voluntary 
Agent for Persons Acting under the Name of Ford Car Own- 
ers Protective Association v. United States of America. No. 
4338, October term and session, 1930. 

Bad Debts, Deductions for—Where a partner in a stock 
brokerage business which met with financial difficulties 
paid not only his prorated share of the firm’s debts but 


(Continued on page 149) 
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ye income tax receipts for March about 40 per cent 
\ lower than a year ago, a prospective deficit at the end 
of the current fiscal year of about three-quarters of a 
billion dollars, and a business outlook that promises fur- 
ther reduction in income tax receipts next year, Congress 
faces a perplexing situation at the next session. 

The evil of borrowing to pay current expenses cannot 
be avoided until Congress meets again, but long continua- 
tion of such a practice would seriously impair the credit 
of the United States and add to business disturbance. 
Naturally both pafties, because of the imminence of a 
presidential election, will attempt to avoid the blame of 
initiating a boost in taxes, and hence alternative expedients 
are likely to be attempted. ; ; 

In the event that the unpleasant job of providing in- 
creased Federal revenue cannot be circumvented, the make- 
up of the next Congress strongly indicates that the lion’s 
share of whatever increase in income taxes is considered 
necessary will be placed upon the upper ranges of income. 
A desire to encourage a revival from the devastating busi- 
ness depression will probably prevent any increase in the 
general tax rate on corporation earnings, though consid- 
erable agitation for an excess-profits tax may be expected. 

Another possibility is an increase in the Federal estate 
tax or the establishment of a Federal inheritance tax that 
will yield a larger revenue than the present death tax. 
A Federal inheritance tax is advocated by some of the 
leaders in the liberal wing of the Senate. It is endorsed 
by Senator Norris to retard the tendency toward concen- 
tration of the ownership of wealth. He declares it to be a 
fact that 4 per cent of the population, that is approximately 
4,908,000 individuals, own 80 per cent of the wealth in the 
United States. 


FE %22" Jennings Goodrich of Charleston, West Virginia, 
4 Officially became a member of the United States Board 
of Tax Appeals on March 24, 1931, as successor to Percy 
W. Phillips, resigned. Mr. Goodrich is a native of Anoka, 
Minnesota, where, after receiving the degree of LLB from 
the Law School of the University of Iowa in 1922, he 
served as Assistant States Attorney of Anoka County. 
Since 1923 he has engaged in the practice of law in Charles- 
ton, West Virginia, associated with the firm of Price, 
Smith & Spilman. 


DDITIONAL Federal taxes assessed during Janu- 
‘\ ary, including penalties and interest, amounted to 
$22,389,303 of which $7,072,600 was against individuals and 
$15,316,600 against corporations. 

The Income Tax Unit closed 50,138 returns in January. 
At the end of the month there were pending in audit and 
in the “sixty-day file’ 35,084 individual, 5,381 corporation 
and 6,010 consolidated returns and certain other types, 
bringing the total to 51,985 yet to be closed. 

A total of 2.7 per cent of the returns were for the years 
1917 to 1921, 2.1 per cent for 1922 and 1923, 4.6 per cent 
os 1924 and 1925, and the rest for years subsequent to 

925. 

_ The Income Tax Unit proposed to assess additional taxes 
in 14,085 cases during January and in 83.6 per cent the tax- 
payers agreed. Out of the total cases there were 902, or 
6.4 per cent of the total, in which the taxpayer filed ap- 
peals with the Board of Tax Appeals against the proposed 
determination of additional taxes. 


for 1928 and the rest for 1929 and 1930. 
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On Jan. 31 there were 333,949 returns on hand in field 


divisions, compared with 335,288 a month before. For 
1921 and prior years 92 returns were on hand in field divi- 


sions, 423 for 1922 to 1925, 1,080 for 1926 and 1927, 7,334 


HEREAS total net income of individuals who filed 
income tax returns for 1929 was $24,519,296,977, accord- 
ing to the preliminary report of the Bureau of Internal 
Revenue, the National Industrial Conference Board esti- 
mates that national income for 1929 was 84 billion dollars, 
equivalent to $692 per capita. National income is defined 
by the conference board as the aggregate value of all.com- 
modities produced and services rendered to which a price 
is commonly attached and, as further explained, is equiva- 
lent to the sum of the personal incomes received by all 
individuals in the country, plus business savings. 

The board’s estimate of the total national wealth of the 
United States in 1929 is 361,800 million or $2,977 per 
capita. The term national wealth as applied in the esti- 
mates represents tangible, physical assets only, excludes 
credits and securities, but specifically includes land and 
structures and equipment of industrial enterprises and 
farms, livestock, railroad and public utilities, land and 
equipment, personal property, motor and other vehicles 
and gold and silver coin and bullion. 

The national wealth, distributed by states, is placed at 
355 billion in 1929. This figure is smalfer than that for 
the total national wealth, because it does not include the 
estimated value of ships of the United States Navy, pri- 
vately owned water supply systems and gold and silver 
coin and bullion, which, the board explains, cannot be 
allocated geographically among the states. 

The most recent United States census estimate of na- 
tional wealth was $320,800,000,000 for 1922. In terms of 
1913 dollars, which allow for the change in purchasing 
power of the dollar since that time, the total national 
wealth in 1929 was $261,700,000,000, the total national in- 
sone was $52,500,000,000 and the per capita income was 

There was an increase in national wealth and income 
in the fifteen years from 1914 to 1929, both in terms of 
actual dollars and in 1913 dollars. In 1914 the national 
wealth, distributed by states, was $188,600,000,000 in actual 
dollars, and in 1929 it was $355,000,000,000, an increase of 
88 per cent. In 1914 the national wealth, in 1913 dollars, 
was $193,300,000,000, and in 1929, by the same yardstick, it 
was $256,800,000,000, distributed by states, an increase of 
32.8 per cent. 

The increase of 32.8 per cent from 1914 to 1929 shown 
by the latter figures, the National Industrial Conference 
Board says, represents the actual physical growth in na- 
tional assets. The increase of the national income for 
the same period was 153.4 per cent in actual dollars and 
59.2 per cent in 1913 dollars. The latter percentage, the 
board reports, represents the gain in purchasing power. 

The figures of per capita wealth by states show Nevada 
once more in first place, as in former years, with $6,318 
per capita wealth in 1929. Mississippi is at the end of 
the list with a per capita wealth of only $1,242. The total 
for the country was $2,977 for 1929, and the average, dis- 
tributed by states, was $2,921. 

New York State was in twenty-first place with a per 
capita wealth of $3,276 in 1929, but was $355 above the 
average figure by states. After Nevada, the wealthiest 
states in the order named were South Dakota, Montana, 
Iowa, Nebraska, Idaho and Wyoming even, and Oregon, 
all with more than $4,000 for each inhabitant. 


Tr. Supreme Court of the United States will shortly 
hear arguments in a case brought by the government in 
which is involved about eight million dollars of internal 
revenue collected from manufacturers of sweet milk choco- 
late, etc., on the ground contended for by the government 
that these articles are subject to taxation as candy. Four 
manufacturing corporations in different parts of the country 
are defendants in this case which was decided in favor 
of the government by the United States District Court for the 
Eastern District of Pennsylvania, and decided adversely to 
the government by the United States Circuit Court of Ap- 
peals for the Third Circuit. 
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The manufacturing companies brought suits to recover 
about eight million dollars paid as excise taxes on the sale 
of sweet chocolate and sweet milk chocolate in various 
forms and sizes. On behalf of the collectors of internal 
revenue in the various districts, the Department of Justice 
applied to the Supreme Court of the United States for a 
writ of ‘certiorari to review the decision of the United 
States Court of Appeals for the Third Circuit, and this 
petition was granted in October, last. 

In a brief filed by the Department in support of its 
contention that the decision of the Circuit Court of Ap- 
peals for the' Third Circuit is erroneous, the Department 
asserts that the Circuit Court of Appeals erred in holding 
that the excise taxes imposed upon candy sold by the 
manufacturer “were not applicable to the sweet chocolate 
and sweet milk chocolate manufactured and sold by them 
in various forms and sizes’; also, the Court erred “in 
holding that the manufacturers were entitled to recover 
the excise taxes paid by reason of the manufacture and 
sale of sweet chocolate and sweet milk chocolate on which 
the taxes were levied. In support of these contentions of 
the department various decisions of the courts and dic- 
tionary definitions of candy are presented and it is also 
pointed out that from the various expressions of the rev- 
enue and tariff laws of the United States and other opinions 
and expressions it is the view of the Department that the 
judgment of the Circuit Court of Appeals should be re- 
versed and the decision of the District Court should be 
allowed to stand? 


ype incorporated manufacturing, mercantile, commercial 
and amusement enterprises of the United States con- 
tribute about one-seventh of the total amount of state and 
local taxes collected, according to a report on “State and 
Local Taxation of Business Corporations,” recently com- 
pleted by the National Industrial Conference Board. These 
enterprises, in 1927, paid to Federal, state and local govern- 
ments taxes amounting to $1,493,124,000, and of this amount 


Letters from Washington 
on Taxes 


We write a selected list of clients a se- 
ries of letters from Washington on tax mat- 
ters which are subjects of conversation, 
but which do not ordinarily get into pub- 
lished services—the sort of thing you get 
by regular trips to Washington. Not tax 
news, nor digests of rulings, but brief re- 
ports of discussions which do not always" 

4appear on the surface. The letters are a 
real help to ali tax men. Clients include 
tax practitioners and corporation officers. 
May we send you a copy of our latest 
letter? 


CLIP THIS COUPON TO YOUR LETTERHEAD 


The Kiplinger Washington Agency, 
National Press Bldg., Washington, D. C. 

Please send me, without obligation, a compli- 
mentary copy of your bi-weekly tax letter. 
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$819,411,000, or more than one-half, went to state and local 
governments, chiefly in the form of property tax, the sur- 
vey reveals. The share paid to the Federal Government 
represents income tax. 

The utter lack of uniformity among the states as to the 
number and kind of taxes levied and the discrimination 
between incorporated and unincorporated enterprises are 
outstanding facts revealed by the study. 

Of the various kinds of corporations mentioned, those 
engaged in manufacturing bear the largest amount of taxes, 
because of the increasing dominance in recent years of 
the corporate form of organization in manufacturing, the 
board stated. 

“As late as 1904, factories owned by individuals and 
partnerships contributed one-fourth of the total manu- 
factured output measured in value,” the report states. 
“Since that time the proportion has steadily declined until, 
in 1927, only 2.4 per cent was contributed by such fac- 
tories, 

“The corporation does not occupy so dominant a posi- 
tion in the field of merchandising. In 1927, incorporated 
retail and wholesale establishments numbering 122,360 were 
responsible for slightly more than one-half of the total 
estimated turnover of the country.” 

While the available figures for taxes collected from 
business corporations cover only a few recent years, they 
show a Steadily rising annual total, the report continued. 
During the seven-year period from 1921 through 1927, an 
increase of more than $400,000,000 is shown. In 1921, a 
year of business depression, state and local taxes on mer- 
cantile and manufacturing corporations exceeded the net 
income of these corporations. 

In 1922, a more normal year, state and local taxes ab- 
sorbed 14.3 per cent of the net income of manufacturing 
corporations and 16 per cent of the net income of mer- 
cantile corporations. In the same year, according to the 
report, state and local taxes took 13.1 per cent of the net 
profits of manufacturing corporations. 
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Significant Decisions of the Board 
of Tax Appeals 


Basis for Determining Gain or Loss on Property Trans- 
ferred to a Corporation in Which He Has a Controlling 
Interest.—Where, subsequent to December 31, 1920, prop- 
erty is transferred to a corporation by an individual in 
exchange for more than 80 per cent, but less than 100 
per cent, of the corporation’s capital stock, and under Sec- 
tion 203 (b) (4) of the Revenue Act of 1924 no gain or 
loss is recognizable on account of such exchange, Section 
204 (a) (8) of the Revenue Act of 1924 requires that the 
basis, in determining gain or loss on account of the sale 
of such property by the corporation, shall be the same 
as it would be in the hands of the transferor, and such 
requirement is not violative of the Constitution because 
all of the property owned by the corporation was not re- 
ceived from the controlling interest in such corporation.— 
The Haas Building Company, Inc. v. Commissioner. Dec. 
6758 [C. C. H.], Docket No. 32937. 


Business Expense.—A farm operated by a taxpayer pri- 
marily to supply himself with milk and other produce, upon 
which a bookkeeping charge is made, the incidental surplus 
being offered first to farm employees and the remainder 
sold to others, held, upon all the evidence, not to be op- 
erated as a business, and hence the expenses thereof are 
not deductible—Louise Cheney v. Commissioner, Anne W. 
Cheney v. Commissioner, Robert Cheney v. Commissioner. 
Dec. 6778 [C. C. H.], Docket Nos. 42709, 45667, 42710, 
46529, 42711, 46530. 


Payments by petitioner of premiums on an insurance policy 
issued on the life of its president, Arthur R. Womrath, 
where the motive or purpose of such payments is not 
disclosed, are not shown to be deductible from gross in- 
come.—Arthur R. Womrath, Inc. v. Commissioner. Dec. 
6721 [C. C. H.], Docket No. 32208. 


Community Income Under California Law.—By a written 
agreement executed December 31, 1923, between husband 
and wife, residents of California, it was provided that all 
their property and all the income arising therefrom or 
from compensation for personal services of either should 
become separate property and that each should be deemed 
to own an undivided one-half persona] and separate interest 
therein. 

Held: 1. That said agreement did not, in the circum- 
stances of the case (Docket No. 37355), affect either income 
or compensation for personal service in question for the 
year 1923, but both for said year are properly taxable to 
the petitioner. 

2. That for 1924 and 1925 (Docket No. 45065) only one- 
half of the compensation earned by the wife became her 
separate property; the other one-half became the separate 
property of the husband, petitioner herein, and taxable to 
him. His entire compensation was taxable to him though 
one-half later became hers. 

3. That for such years the income from stock which 
they owned and from property acquired in said years or 
from the sale of either is taxable one-half to each—lW. A. 
Roth v. Commissioner. Dec. 6762 [C. C. H.], Docket Nos. 
37355, 45065, Murdock, Arundell, Morris and McMahon dis- 
sented. 


Community Property.—Real estate acquired in Washing- 
ton by a resident thereof prior to his marriage is sep- 
arate property and remains his separate property after 
marriage. A building erected on the husband’s separate 
property out of commingled separate and community funds 
is community property. Income from the property after 
erection of the building should be apportioned to the 
husband and the community on the ratio of the respective 
values of the land and the building to the total value.— 
Caroline E. Burke and Seattle Title Trust Company, a Cor- 
poration, as Administrators With the Will Annexed of _the 
Estate of Thomas Burke, Deceased, v. Commissioner. Dec. 
6724 [C. C. H.], Docket No. 34821. Marquette dissented 
from this opinion. 

Federal Estate Tax.—Where decedent made a gift to 
his wife of a property as her separate property, and such 
property was subsequently exchanged for other property, 
title to which was taken and held by decedent and wife 
as tenants by the entirety, the last acquired property does 
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not fall within the exception of Section 302 (e) of the 
Revenue Act of 1924, and should be included in the gross 
estate of decedent.—Estate of Edward T. Kelley v. Com- 
missioner. Dec. 6742 [C. C. H.], Docket No. 40019. 


Income—Judgment for Damages.—On the basis of the 
rentals and income from a building which was the only as- 
set of the corporation whose stock he purchased, the peti- 
tioner determined the amount he was willing to invest. 
The vendor breached its agreement by renewing certain 
leases without petitioner’s knowledge and consent pending 
negotiations for the purchase and sale. Petitioner sued, 
and recovered in 1925 damages for such breach of contract. 
Held, that such amount did not constitute taxable income, 
but was a return of capital invested. . 

In 1925, petitioner received interest on said judgment 
from the date judgment was rendered to date of payment 
thereof. Held, that the interest constituted taxable income 
in that year.—Henri Chouteau v. Commissioner. Dec. 6815 
[C. C. H.], Docket No. 38300. 


Income, Taxable—Accrued Expenses.—That portion of 
charges, in excess of rates provided by state law and or- 
ders of the State Public Service Commission, made by 
petitioner and affiliated companies in the years 1916 to 
1922, inclusive, for gas furnished their consumers in those 
years, such charges being permitted by court order under 
which the so-called “excess monies” were impounded to 
await final decision as to their rights to charge the higher 
rates, such final decision, in 1922, holding them to have 
been entitled to such higher rates, held, to have been in- 
come to those companies properly accruable in the several 
years in which the service was furnished for which such 
charges were made. 

State franchise taxes assessed against petitioner and 
affiliated companies for the taxable years 1910 to 1919 
and accrued as liabilities on their books for those years 
but only paid in part during each year due to contest of 
the several assessments in the courts, such litigation ter- 
minating in each case in later years by reduction of the 
assessment and payment of the balance due on the assess- 
ment as so reduced together with interest due under state 
law upon such unpaid balance, held, to represent proper 
accruals as liabilities of the year for which assessed, and 
the amounts paid on such assessments in later years not 
to represent proper deductions in determining net taxable 
income for those years. 

Interest accruing each year under state: law upon unpaid 
franchise taxes and accrued by the taxpayer in each year 
for which imposed, held, to represent proper accruals for 
those years and not subject to deduction in subsequent 
years in which finally paid—Brooklyn Union Gas Company 
Sanne: Dec. 6760 [C. C. H.], Docket Nos. 20176, 


The gift by a taxpayer to his wife and children of part 
of his interest under a contract whereby he was given 
the right to receive as compensation for services rendered 
a percentage of the net profits from the operation of an 
oil lease whenever the lease was obtained, can not operate 
to relieve the taxpayer from liability for tax upon the 
amount received under the contract and distributed to his 
wife and children according to the agreement.—John Leo 
= v. Commissioner. Dec. 6780 [C. C. H.], Docket No. 
4 ‘ 

In the case of George W. Van Vorst, Executor of the 
Estate of C. B. Van Vorst, Deceased (Dec. 6768 [C. C. H.], 
Docket No. 43567) the Board held that purchase of prop- 
erty from a corporation by a stockholder owning over 
92% of the company’s stock at approximately one-third of 
the fair market value of the property on the date of sale 
did not result in taxable income to him in 1924, the year 
of the sale, but the price paid will be the basis for gain 
or loss upon a subsequent disposition of the property. 

A dissenting opinion by Phillips, with which Morris, 
Arundell and Black agree, holds that the difference be- 
tween the fair market value of the property and the price 
paid for it was a distribution in partial liquidation and as 
such taxable as a dividend. 


Insurance Companies.—Petitioner, an insurance company, 
writing both life and casualty insurance and whose reserve 
for life insurance contracts was less than 50 per cent of its 
total reserve and which was accordingly taxable under Sec- 
tions 246 and 247 of the Revenue Acts of 1921 and 1924, 





























































































































































































































































































































































































































148 THE TAX MAGAZINE 


maintained a reserve in respect to its life contracts in ac- 
cordance with State law, representing the net value of, or 
unearned premiums received upon, such contracts. Held, 
that such reserve constitutes unearned premiums within 
the meaning of Sections 246 (b) (5) of the Revenue Acts 
of 1921 and 1924.—Travellers Equitable Insurance Company 
v. Commissioner. Dec. 6804 [C. C. H.], Docket No. 31793. 


Life Insurance Companies, Taxation of.—The guarantee 
capital of an Illinois life insurance company required to 
be deposited with the state auditor, held not a reserve 
within the meaning of section 242 of the Revenue Act of 
1926.—Kaskaskia Life Insurance Company v. Commissioner. 
Mississippi Valley Life Insurance Company v. Commissioner. 
Dec. 6714 [C. C. H.], Docket Nos. 27576, 41506, 42157. 


Partnership of Husband and Wife.—Where husband and 
wife entered into a partnership prior to their marriage, 
and while residing in North Dakota, and each contributed 
capital in equal amounts and such partnership continued 
after their marriage and the income and proceeds of the 
business were invested in other enterprises, the property 
so acquired belonged one-half to the husband and one-half 
to the wife and a division between them in 1925 in that 
proportion was legal, and income from the notes, stocks 
and bonds set apart to the wife in the partition of property 
was her separate income and properly taxable to her and 
not to her husband. 

The assignment by petitioner of his interest in cer- 
tain partnerships, of which he was a member, to his wife 
did not operate to exclude from his income for the taxable 
year his distributive share of the partnership income, in 
the absence of evidence showing that there was a new 
partnership agreement and the wife was admitted to the 
several partnerships involved, as a partner.—E. W. Battel- 
son v. Commissioner. Dec. 6755 [C. C. H.], Docket No. 
39802. Dissents from this opinion were made by Phillips, 
McMahon, Love, Trussell, Murdock and Matthews. 


Railroads, Taxable Income of.—Amount received by a 
railroad from the United States Government under Sec- 
tion 209 of the Transportation Act of 1920 (guaranteeing 
an operating income for the first six months after release 
of Federal Control) represents income. Additional amounts 
received from the Director General upon final settlement 
for the periods while under Federal control are income 
for the respective years to which applicable. [Note dis- 
sents]. Sundry other questions covered—Gulf, Mobile & 
Northern Railroad Company v. Commissioner. Jackson & 
Eastern Railway Company v. Commissioner. Meridan & Mem- 
phis Railway Company v. Commissioner. Dec. 6718 Fé. €. 
H.], Docket Nos. 24887, 35898, 38295, 42149, 42150. Phillips 
and Arundell dissented from this opinion. 


Tax Settlements.—On July 13, 1923, pursuant to negotia- 
tions between the petitioner and the Treasury Department, 
petitioner received a letter from the Collector of Internal 
Revenue, notifying that the latter had received a warrant 
of distraint in the sum of $2,088.72. “It would appear,” 
the Collector’s letter stated, “that the original assessment 
as made by the Commissioner was $9,221.83 and that the 
amount allowed on claim for abatement was $7,232.37.” 
In reply petitioner wrote, “I will accept and make payment 
of the amount so assessed,” and later paid the assessment 
of $2,088.72, together with interest thereon. Subsequently, 
petitioner was advised by the Deputy Commissioner that 
the case had not been closed on the bases’ indicated in the 
Collector’s letter, but that claim for abatement had been 
allowed for a much smaller amount than indicated therein. 

The petitioner’s claim that payment of $2,088.72 under 
the circumstances in the case constituted a final settlement, 
or accord and satisfaction and that the Commissioner is 
precluded from claiming further additional taxes was de- 
nied by the Board of Tax Appeals.—M. A. Nicholson and 
Big Chief Lease v. Commissioner, Dec. 6792 [C. C. H.], Dock- 
et No. 21157. 


Valuation of Securities —1. Where notes were given in 
consideration for the purchase of stock under a contract 
containing a contingency on the happening of which the 
makers would be relieved of payment and there was a 
reasonable probability of its happening generally known in 
the community, held, that the notes affected by such con- 

‘ tingency did not have a fair market value when received. 
2. Held, further, that certain of the notes were not af- 
fected by such contingency.—Carling Dinkler, Executor of 
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the Estate of L. J. Dinkler, Deceased v. Commissioner. Dec. 
6725 [C. C. H.], Docket No. 32388 


Waivers of the Statute of Limitations——A consent in 
writing signed by the taxpayer and the Commissioner “for 
the year 1922, seven months ended July 31,” is effectual 
for extending the time for assessment for the calendar 
year 1922.—Constitution Publishing Company v. Commissioner. 
Dec. 6741 [C. C. H.], Docket No. 34159. 

A consent in writing signed by a taxpayer prior to the 
passage of the Revenue Act of 1926, but not by the Com- 
missioner until after the enactment of the Revenue Act 
of 1928, is not effective for extending the period for col- 
lection of taxes otherwise barred when the 1926 Act was 
passed.—Corn Products Refining Company v. Commissioner. 
Dec. 6769 [C. C. H.], Docket No. 24374. A dissenting 
rasan | by Arundell is concurred in by Marquette and 

eawe 


Waivers — Statute of Limitations — Liability of Trans- 
ferees.—Assessment and collection of the liability of peti- 
tioner as transferee of a dissolved corporation is barred 
where assessment and collection of the liability of the cor- 
poration taxpayer was barred prior to passage of the 1926 
Act. The corporation return for 1917 was filed April 1, 
1928, and the limitation period, if not extended by waivers, 
expired April 1, 1923. An unlimited waiver was filed prior 
to dissolution which, if valid, expired April 1, 1924. The 
remainder of the waivers in evidence were executed after 
dissolution on March 1, 1920, and after the three-year 
existence after dissolution provided by Maine law. The 
Commissioner having been informed of the dissolution, the 
petitioner is not estopped to deny the validity of the waivers. 

‘Constitutionality of Section 280 may not be questioned 
where that section has been invoked to secure a redetermi- 
nation of tax liability—The Newport Company. v. Commis- 
stoner. Dec. 6810 [C. C. H.], Docket No. 28200. 


Rulings of the Bureau of Internal Revenue 


Community Property Returns—California.— Reference is 
made to Mimeograph 3853 (Bulletin X-2, 4), dated De- 
cember 22, 1930, providing for the discontinuance of the 
procedure outlined in Mimeograph 3723 (C. B. VIII-1, 89) 
in respect of community property income tax returns ‘filed 
for 1927 and subsequent years. 

It was provided in Mimeograph 3853 that the audit of 
income tax returns filed for 1927 and subsequent years on 
the community property income basis by husband and 
wife domiciled in the States of Arizona, Idaho, Louisiana, 
Nevada, New Mexico, Texas, and Washington should be 
completed as expeditiously as possible, effect being given 
to the decisions of the Supreme Court of the United States 
in the test cases from the States of Washington, Arizona, 
Texas, and Louisiana. It was also provided that with re- 
spect to the audit of returns filed by taxpayers in Cali- 
fornia, no change would be made in the procedure provided 
by Mimeograph 3723 pending the decision of the Supreme 
Court in the case of U. S. v. Malcolm, which involved the 
question as to the right of husband and wife under the 
laws of California each to report in separate returns one- 
half of the community income under an amendment to 
the Civil Code of California in effect July 29, 1927, and 
designated as section 161 (a). 

Under date of January 19, 1931, the Supreme Court ren- 
dered a decision in the Malcolm case, holding in effect that 

husband and wife domiciled in California may each report 
in separate returns one-half of the community property 
income received by them. This decision is applicable to 
income from community property acquired on and after 
July 29, 1927, and to salaries, wages, and fees earned on 
and after that date which constitute community property. 
The decision is not applicable to income from property 
acquired prior to July 29, 1927, nor to salaries, wages, fees, 
and other compensation earned prior to that date. (See 
I. T, 2457, C. B. VIII-1, 89.) Accordingly, the procedure 
outlined in Mimeograph 3723 will be discontinued in the 
handling of community property income tax returns filed 
by husband and wife domiciled in California for 1927 and 
subsequent years, and the audit of such returns should be 
completed as expeditiously as possible, effect being given to 
the Supreme Court decision in the Malcolm case. 
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In those cases in which joint returns were filed by hus- 
band and wife, such returns will be audited in accordance 
with the position which the Bureau has consistently taken 
following the rule adopted by the Circuit Court of Ap- 
peals for the Fifth Circuit in the case of Rose v. Grant (39 
Fed. (2d), 340), that is, where husband and wife filed a 
joint income tax return, they may not after the end of 
the filitg period file amended separate returns. (See I. T. 
2535, C. B. IX-1, 125.) Mim. 3859: X-9-4955 (p. 2). 

Deductions from Gross Income—Widow’s Allowance 
under Michigan Law.—Where, under the laws of Michi- 
gan, testamentary provision or court order directs payment 
of the widow’s allowance from income, the allowance is 
considered as having been paid from income and may be 
taken as a deduction from the gross income of the estate 
to the extent that there is income from which to make 
such payment. Where the court has approved payment of 
the allowance, the allowance, for Federal income tax pur- 
poses, should be considered as having been paid from in- 
come to the extent that there is income of the estate from 
which to pay the allowance, even though the order of court 
does not expressly direct payment out of income. Pay- 
ment made to the widow from corpus of the estate is not 
deductible in determining net income of the estate—I. T. 
2561: X-11-4974 (p. 6). 

Deficiencies in Tax, Collection of.—An extension of time 
was granted the taxpayer for payment of a deficiency in 
income tax for 1924 in accordance with Section 274 (k) 
of the Revenue Act of 1926. A surety bond with the M 
Company as surety was furnished. The taxpayer did not 
make payment in accordance with the terms of the exten- 
sion granted and the surety company paid the balance. 

Held, there is no authority for releasing or returning 
the bond filed in this case. However, if the Bureau is 
satisfied that the tax and interest and/or penalty covered 
by the bond have been paid, the surety may be so ad- 
vised.—G. C. M. 8980: X-9-4959 (p. 16). 

Nonresident Aliens, Net Income of—Revenue Act of 
1924.—Where a taxpayer was a citizen of the United States 
until July 26, 1924, after which date she acquired foreign 
citizenship, she is chargeable for the year 1924 with income 
tax upon her income from all sources, received or accrued 
from January 1, 1924, to July 26, 1924, and with respect to 
income received or accrued for the balance of the year, 


with tax only upon her income from sources within the 
United States. 


All property in which a taxpayer possesses any equitable 
or legal interest is available, to the extent of such interest, 
for the payment of any income tax in respect of the period 


such property has been held by the Alien Property Cus- 
todian—G. C. M. 9064: X-9-4960 (p. 18). 
























































Court Decisions 
(Continued from page 144) 


also the share of one other partner, no bad debt deduction 
was allowable, worthlessness of the debt not being estab- 
lished by the evidence—Court of Appeals of the District 
of Columbia in Ambrose D. Henry v. David Burnet, Com- 
misstoner. No. 4801. Decision of Board of Tax Appeals, 
8 BTA 1089, affirmed. 

Bad debt deduction is held not allowable for 1920 with 
respect to notes executed prior to March 1, 1913, no evi- 
dence having been submitted as to the value or cost of the 
notes either when executed or on March 1, 1913, or as to 
ascertainment of worthlessness during the taxable year.— 
United States Circuit Court of Appeals, Second Circuit, in 
Roberts K. Skinner, Wm. C. Skinner, Jr., and Leon P. Broad- 
hurst, Executors of the Will of William C. Skinner, Late of 
Hartford, Conn., Deceased, v. Robert O. Eaton, Collector of 
Internal Revenue, for the District of Hartford, Conn. [44 
Fed. (2d) 1020]. No. 47. Decision of lower court, 34 Fed. 
(2d) 576, affirmed. 
_ Deduction for loss in 1921 is denied with respect to stock 
In a corporation in financial difficulties where there was no 
disposition of the stock and where at the end of the year 
there was some prospect that the financial difficulties would 
’ Overcome. 

Bad debt deductions by stockholders of a corporation 
were allowable in 1921 where in that year, in order to aid 
the financial condition of the corporation, they surrendered 
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to it for cancellation notes of the corporation which they 
held and which notes they charged off on their books as 
worthless. The fact that the corporation continued in busi- 
ness for more than five years is immaterial, inasmuch as 
“All chance or possibility of collection had been effectively 
destroyed.”—United States Circuit Court of Appeals, Sixth 
Circuit, in Charles W. Deeds v. Commissioner of Internal 
Revenue. E. A. Deeds v. Commissioner. of Internal Revenue. 
Charles F. Kettering v. Commissioner of Internal Revenue. 
This decision affirmed as to the first issue and reversed as 


to the second issue the decision of the Board of Tax Ap- 
peals, 14 BTA 1140. 


Beneficiaries of Estates—Taxation of Income Received 
from Estate of Decedent During Administration—Under 
the 1924 Act, beneficiaries are liable for tax upon the dis- 
tributive share of income paid to them from the estate of 
a decedent during administration, though the estate had 

net income, the deductible Federal estate tax paid by 
the executor being greater than the gross income of the 
estate for the taxable year.—United States Circuit Court of 
Appeals, First Circuit, in Clara B. Little v. Thomas W. 


White, Collector. No. 2513. Decision of District Court 
affirmed. 


Capital Expenditures.—Factory alterations are held to 
be a capital expenditure and not deductible as an ordinary 
and necessary expense although the alterations were made 
at the request of engineers of the United States Army and 
two-thirds of the factory output consisted of articles under 
Government contracts, where it appeared that the altera- 
tions improved the lighting conditions of the factory and 
there was no evidence of a subsequent abandonment.— 
United States Circuit Court of Appeals, Fourth Circuit, in 
Parkersburg Iron and Steel Company v. David Burnet, Com- 


missioner. No. 3073. Decision of Board of Tax Appeals, 
17 BTA 74, affirmed. 


Capitalization of Interest and Taxes upon Unproductive 
Real Estate.—Taxes and interest on the unpaid portion of 
the purchase price of unproductive real estate, purchased 
in 1913 and sold in 1924 at a profit, may not be capitalized 
and added to the cost in determining the gain derived from 
the ‘sale. Art. 1561 of Reg. 69 [also Reg. 65] is wrong in 
permitting or requiring such an addition to cost.—United 
States Circuit Court of Appeals, Fifth Circuit, in Central 
Real Estate Company v. Commissioner. No. 5871. Decision 
of Board of Tax Appeals, 17 BTA 776, in effect affirmed. 

Community Income.—Pursuant to the 1927 amendment 
(Section 16la) of the California Civil Code, community in- 
come in California may be divided between husband and 
wife, each reporting one-half thereof in a separate return. 
—United States Circuit Court of Appeals, Ninth Circuit, in 
United States of America v. Robert K. Malcolm. No. 6243. 


Decision of District Court, No. Dist. of Calif., So. Div., 
affirmed. 


Corporation Liquidations—Tax Liability.—Sale of the as- 
sets of a Texas corporation in dissolution resulted in 
taxable gain to the corporation and was not a sale of the 
property of individual stockholders.—United States Circuit 
Court of Appeals, Fifth Circuit, in Taylor Oil & Gas Com- 
pany et al. v. Commissioner of Internal Revenue. No. 5856. 
Decision of Board of Tax Appeals, 15 BTA 609. 

Criminals, Taxation of.—Under Section 5 of the Willis- 
Campbell Act the Government may not collect by suit 
taxes and penalties due under Section 701 of the Revenue 
Act of 1924 (the provisions of which were in the 1918 Act 
before the passage of the National Prohibition Act) and 
doubled under Section 35 of the latter Act, where prior to 
the commencement of the action the defendant had been 
convicted and fined under the National Prohibition Act 
being charged with the same unlawful sales on which the 
taxes and penalties are sought to be collected. A “tax” 
in double the amount imposed by pre-existing law on legal 
sales, is not a true tax but a penalty involving the idea of 
punishment for infraction of the law. This bar of prose- 
cution under preexisting laws in the case of conviction un- 
der the Prohibition laws applies to civil as well as criminal 
proceedings. 

It is not decided whether a penalty for failure to file a 
return as a retail liquor dealer may be recovered by the 
Government, the defendant not having been convicted of 
such an offense, since this question had not been submitted 
to the trial court. The case is remanded without prejudice 
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to the further consideration and determination by the Dis- 
trict Court of this question.—Supreme Court of the United 
States in The United States of America v. Anthony La 
Franca. No. 74. Oct. térm, 1930. Decision of Circuit 
Court of Appeals, 37 Fed. (2d) 269, which reversed the 
District Court decision, affirmed. 

Evasion of Taxes.—Corporation is not liable for income 
taxes for 1921, where on January 1, 1921, it effected a ficti- 
tious transfer of all its property to its chief stockholder for 
the sole purpose of evading taxes, reacquiring the property 
in 1922 when taxes against corporations were lessened. It 
is held that for the year 1921 the income directly vested in 
the individual, as the corporation, relieved of all labor and 
responsibility to perpetuate the business, was likewise di- 
vested of all income from the business.—District Court of 
the United States for the District of Montana in Eddy’s 
Steam Bakery, Inc., a Corporation, v. C. A. Rasmusson, Col- 
lector. No. 1399. 

Federal Estate Tax—Under the 1918 Act the gross estate 
of a decedent should include property transferred to his 
children in December, 1916, the finding of the Commis- 
sioner that the transfer was in contemplation of death not 
being challenged. The constitutionality of Federal taxa- 
tion of gifts made in contemplation of death is upheld. 
The taxation under the 1918 Act (in force at the time of 
death) of transfers made before its enactment is not a 
denial of due process of law. At the time the transfers 
were made, the 1916 Act was in force and contained similar 
provisions for the taxation of such transfers. The decedent 
was “taking his chances of any increase in the tax burden 
which might result from carrying out the established pol- 
icy of taxation under which substitutes for testamentary 
gifts were classed and taxed with them.”—Supreme Court 
of the United States in Seth M. Milliken, Gerrish H. Milliken 
and Harold A. Hatch, Executors of the Estate of Seth M. 
Milliken, deceased v. The United States. No. 87. Oct. term, 
1930. Decision of Court of Claims, 38 Fed. (2d) 381, af- 
firmed. 

‘The corpus of a trust created in 1922, which was irrev- 
ocable without the consent of all the beneficiaries, but the 
income of which was to be paid to the decedent-settlor. for 
life and the corpus of which was to be distributed two 
years after his death, should not be included in the gross 
estate of a decedent dying in 1925, on authority of May v. 
Heiner, 281 U. S. 238.—United States Supreme Court in 
Edgar M. Morsman, Jr., Adm., v. Commissioner of Internal 
Revenue. No. 581. Oct. term, 1930. Decision of Circuit 
Court of Appeals, 44 Fed. (2d) 902, which reversed Board 
of Tax Appeals decision, 14 BTA 108, reversed. 

Gross estate should not include the corpus of a trust 
created in 1918, revocable with the consent of one of the 
three beneficiaries, where the property was to revert to 
the settlor in case she survived the three beneficiaries, and 
where she retained the life use of the property transferred 
and reserved the power of approving any proposed change, 
in the property conveyed to the trust and of naming the, 
proxies who should vote the stock conveyed to the trust. 
—Supreme Court of the United States in Cyrus H. McCor- 
mick et al., Executors of Last Will and Testament of Nettie 
Fowler McCormick, Deceased, v. David Burnet, Commissioner 
of Internal Revenue. No. 542. Oct. term, 1930. Supreme. 
Court’s decision reversed decision of the Circuit Court of 
Appeals, 43 Fed. (2d) 277, which reversed the decision of 
the Board of Tax Appeals, 13 BTA 423. 

The value of property conveyed in 1917 under an irrev- 
ocable deed of trust should not be included in decedent’s 
gross estate at her death in 1923, even though the income 
during the settlor’s life is to be paid to her.—Supreme 
Court of the United States in David Burnet, Commissioner 
of Internal Revenue v. Northern Trust Company, Executor of 
Last Will and Testament of Ellen L. Van Schaick. No. 535. 
Oct. term, 1930. The decision of the Circuit Court of Ap- 
peals, 41 Fed. (2d) 732, which affirmed Board of Tax Ap- 
peals’ decision, 9 BTA 96, was affirmed by the Supreme 
Court’s decision. 

Installment Sales.—The installment basis is denied for 
reporting profit from the sale of real estate in 1925 for 
$155,000 of which $13,066.27 cash was paid in the year of 
sale, and the purchaser assumed existing first and second 
mortgages of $92,000, the depreciated cost basis of the 
property being $54,197.46. Under the 1926 Act and Art. 
44 of Reg. 69, as amended by T. D. 4255, a mortgage as- 
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sumed by the purchaser may be excluded from the initial 
payment only to the extent that it does not exceed the 
basis to the vendor of the property sold. Since the mort- 
gage exceeded such basis by $37,802.54, and this amount, 
added to the cash received, was more than one-fourth of 
the selling price, the installment basis may not be used. 
Dissenting opinion filed—United States Circuit Court of 
Appeals, Sixth Circuit, in Robert H. Lucas, Collector¢v. S. J. 
Schneider, Trustee of the Estate of Bagby-Howe Drug Co., 
Bankrupt. No. 5578. Dissenting opinion filed by Circuit 
Judge Denison. District Court decision, 39 Fed. (2d) 278, 
reversed. 

Interest on Overpayments.—Interest on an overpayment 
of $95,508.57 for 1917, in part an additional assessment of 
$8542.19, credited against unpaid taxes for 1920 in accord- 
ance with a claim filed March 10, 1923, was properly al- 
lowed under Section 1324 (a) of the 1921 Act only on the 
additional assessment of $8542.19 from date of payment, 
January 31, 1921, to June 15, 1921, the due date of the 
second installment of 1920 tax. As to the remainder of the 
credit, no interest is chargeable against the Government, 
being allowed only from six months after the date of the 
claim. The claim was allowed within this six-month pe- 
riod.—District Court of the United States, No. Dist. of 
Ohio, East. Div., in The Alliance Machine Company v. The 
United States of America. No. 15514, At Law. 


Invested Capital—Valuation of Property for Depreciation 
Purposes.—Invested capital was properly reduced by a 
prorated amount of the preceding year’s income and profits 
tax and by the excess of the total amount of premiums 
paid on an insurance policy on the life of an employee 
over the cash surrender value of the policy. 

March 1, 1913, value of property for depreciation pur- 
poses is approved as determined by the Commissioner from 
the taxpayer’s books and approved by the Board, in the 
absence of conclusive evidence of error.—United States 
Circuit Court of Appeals, Seventh Circuit, in National 
Straw Works v. Commissioner of Internal Revenue. No. 4416, 
Oct. term, 1930. Decision of Board of Tax Appeals, 16 
BTA 463, affirmed. 


Losses Sustained by Beneficiaries of a Trust Under a 
Will.—Loss sustained on the sale in 1922 which was part 
of the residuary estate under a will providing that the 
property should be held by the executors until it could 
be sold was held to be deductible from income by the 
residuary legatees, notwithstanding the -creation of a re- 
siduary trust by the will. Interest in the trust property 
by the beneficiaries, the Court ruled, was so immediate 
in the trust property that “a loss of the latter may properly 
be held to have been suffered by them.”—United States 
District Court, Southern District of New York, in Marian 
Steedman Wilson, Robert Goelet and Harlem G. Rubert, Ex- 
ecutors of the Estate of Richard T. Wilson, Deceased, v. 
Charles W. Anderson, Collector. 

Losses—Invested Capital—Waiver of Statute of Limita- 
tions.—Assessment of 1919, 1920, and 1921 taxes was not 
barred where the deficiency notice was mailed within the 
statutory period as extended by waivers executed (under 
authority of the 1924 Act) in January, 1925, for 1919, and 
December, 1925, for 1920 and 1921. 

Loss claimed on a stock of liquor on hand July 1, 1919, 
purchased for resale, which was disposed of by gift there- 
after in 1919, is disallowed on the authority of Clarke v. 
Haberle Brewing Co., 280 U. S. 384, and Renziehausen v. 
Lucas, 280 U. S. 387. Moreover, “The evidence fails to 
show any loss. Petitioner gave away this liquor and it 
can not deduct its gifts as losses.” 

Loss claimed on account of a liquor license and privileges 
and good will becoming worthless upon the advent of pro- 
hibition is disallowed as not warranted by any statutory 
provisions. 

Paid-in surplus may not include any value for equipment 
purchased in excess of the price paid therefor, upon the 
authority of La Belle Iron Works v. U. S., 256 U. S. 377. 

Invested capital should be reduced by the amount of pro- 
rated Federal income taxes which became due and payable 
during the taxable year, on the authority of Fawcus Ma- 
chine Co. v. U. S., Supreme Court, January 5, 1931.—United 
States Circuit Court of Appeals, Seventh Circuit, in Hotel 
Wisconsin Realty Company v. Commissioner of Internal Rev- 
enue. No. 4417, Oct. term, 1930. Decision of Board of 
Tax Appeals, 16 BTA 334, affirmed. 
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Cost of stock surrendered by a stockholder to be paid 
over to a new company manager is not deductible as a loss 
in its entirety at the time of the surrender. By the sur- 
render the taxpayer, realized a presently contemplated 
advantage to the corporation—and indirectly to himself, con- 
sisting of the managerial service and the improved credit 
standing which the manager brought to the corporation. 
Loss may be deducted in the difference between the basis 
of the stock (its March 1, 1913 value) and the fair market 
value at the time of surrender, the latter representing the 
price realized for the stock in the form of contemplated 
advantage.—United States Circuit Court of Appeals, Sev- 
enth Circuit, in Commissioner of Internal Revenue v. George 
M. Wright. No. 4436, Oct. term, 1930. Jan. session, 1931. 
Board of Tax Appeals decision, 18 BTA 471, reversed and 
remanded. 

Net Losses—Deductions for by Affiliated Corporations. 
—The 1922 and 1923 net losses of one company having no 
net income in 1924 are deductible from the 1924 gross in- 
come reported in a consolidated return of that company 
and another company incorporated January 1, 1924, where 
one individual owned both companies before and after in- 
corporation of the second company. The fact that the 
first company had no net income for 1924 does not pre- 
clude the application of the net loss provisions of Section 
206 of the 1924 Act so as to treat the companies as an 
“economic unit” rather than as “separable into various 
component parts.”—United States Circuit Court of Appeals 
in National Slag Company v. Commissioner of Internal Rev- 
enue. No. 4370. Oct. term, 1930. Board of Tax Appeals’ 
decision, 16 BTA 1310, reversed. 

Net Loss from Payment of Inheritance Taxes.—A net 
loss resulting from the payment of State inheritance taxes 
is in no way connected with the operation of a business, 
so that it is not deductible, under the 1921 Act, from the 
succeeding year’s net income of an estate in process of 
administration—United States Circuit Court of Appeals, 
Eighth Circuit, in O. A. Refling, Executor, Estate of Harold 
Thorson, v. David Burnet, Commissioner of Internal Revenue. 
No. 8919. November term, 1930. Decision of Board of 
Tax Appeals, 17 BTA 327, affirmed. 

Partnerships, Income from—Tax Liability—Member of 
partnership is not liable for tax in 1921 on his distributive 
share of an amount originally received by the partnership 
for the sale of oil property in 1919, where the sale was sub- 
sequently annulled and the amount ordered returned to the 
buyer’s assignee, such repayment standing as a lien against 
the property and being taken up by a creditor of the part- 
nership pursuant to another agreement in 1921.—District 
Court of the United States, West. Dist. of Louisiana, 
Shreveport Div., in E. G. Palmer v. Jacob O. Bender, Col- 
lector. No. 1904, At Law. 

Partnerships, Taxation of, Under the Act of 1917—Offers 
in Compromise—Credit of Overpayment by Individual 
Against Tax of Partnership.—Collection of partnership tax 
for 1917 was not barred until six years from January 3, 
1922, where no return was filed by the partnership and a 
return was filed for it by the Collector on July 22, 1921, 
assessment being made January 3, 1922. Section 278 (d) 
and (e) of the 1926 Act thus extends the collection period 
where collection was not barred at the time of its enact- 
ment. 

Where an individual submits an offer in compromise to 
pay a specified sum in addition to an overpayment deter- 
mined by the Commissioner, the rejection of the offer 
leaves the parties in the same position in which they were 
when the offer was made. The refund being in the hands 
of the Government, the taxpayer could not offer it except 
insofar as he waived further claim to it. 

Overpayment of individual tax for 1917 was properly 
credited against unpaid tax of the partnership of which 
the taxpayer was a member.—District Court, of the United 
States, Western District of Oklahoma in John P. Heffer- 
nan v. Acel C. Alexander, Collector. No. 3896. Law. 

Recovery of Taxes—Closing Agreements under Section 
1106(b) of the 1926 Act.—-Recovery of 1922 taxes may not 
be had where a closing agreement covering 1922 tax lia- 
bility was entered into on March 12, 1928, pursuant to the 
Provisions of Section 1106(b) of the 1926 Act, even though 
the taxes were assessed after the statutory period of limi- 
tation. Section 606 of the 1928 Act specifically provides 
that although Section 1106(b) of the 1926 Act is repealed, 
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effective on the expiration of 30 days after the enactment 
of the 1928 Act, such repeal shall not affect any agreement 
made before such repeal takes effect.—United States Dis- 
trict Court, East. Div. of East. Jud. Dist. of Missouri in 
Jack Dubinsky v. Louis J. Becker, Collector. No. 8604. 

Recovery of 1918 taxes is barred by Section 611 of the 
1928 Act, where collection of the tax was stayed by the 
filing of a claim in abatement, and subsequently made after 
expiration of the limitation period, on authority of Graham 
v. Goodcell, Supreme Court, January 26, 1931. 

Taxpayer is not entitled to interest on an overpayment 
for 1919, applied as a credit against 1918 tax, under Section 
1116 of the 1926 Act, even though the taxpayer was re- 
quired to pay interest on the deficiency for 1918.—Court 
of Claims of the United States in Enterprise Brass Works 
v. The United States. No. K-106. 

Refund Claims—Scope of Considerations Open to Com- 
missioner.—Commissioner is not restricted, in his consid- 
eration of a refund claim, to the questions raised therein, 
but may reconsider the entire return, disallowing any de- 
ductions previously erroneously allowed, in order to de- 
termine whether there was an actual overpayment of the 
tax.—United States Circuit Court of Appeals, Tenth Cir- 
cuit, in Edgar Percy Lewis and Richard F. Cooper, as Trus- 
tees under the Will of Arthur Francis Thomas Cooper v. 
Marshall S. Reynolds. No. 369. January term, 1931. Dis- 
trict Court decision, 43 Fed. (2d) 395, affirmed. 

Special Assessment.—Section 328 of the 1918 Act, relative 
to special assessment, vests in the Commissioner admin- 
istrative discretionin the computation of the tax which is 
not subject to judicial control on the mere allegation of 
error or illegality, so that a Federal District Court prop- 
erly denied jurisdiction to review the Commissioner’s tax 
determination under that section, on the authority of Wil- 
liamsport Wire Rope Co. v. U. S., 277 U. S. 551. Dissenting 
opinion filed—United States Circuit Court of Appeals, Sec- 
ond Circuit, in Brown’s “Shamrock” Linens, Ltd. v. Frank 
C. Bowers, as Executor of the Estate of Frank K. Bowers. 
Decision of District Court, 41 Fed. (2d) 862, affirmed. 
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Suspension from Practice before the Treasury . Depart- 
ment.—Petition for writ of certiorari was denied by the 
Supreme Court of the United States in Paysoff Tinkoff v. 
Andrew Mellon, Individually, etc., Docket No. 727. Ina 
memorandum opinion, dated November 24, 1930, the Su- 
preme Court of the District of Columbia denied a pre- 
liminary injunction to restrain the Secretary of the Treasury 
from enforcing an order suspending plaintiff from practice 
before the Treasury Department, the Court holding that it 
has no power to interfere where the charges are within 
the statute and evidence supports the order of suspension 
made by the Secretary of the Treasury. Petition for al- 
lowance of a general and special appeal, motion for leave 
to amend the petition for allowance of a special appeal, 
and motion for a temporary injunction were denied by 
the Court of Appeals of the District of Columbia Decem- 
ber 13, 1930. 

Taxable Income.—In the case of Commissioner of Inter- 
nal Revenue v. Langwell Real Estate Corporation, the United 
States Circuit Court of Appeals, Seventh Circuit (No. 
4403. Oct. term, Jan. session, 1931), reversed the decision 
of the Board of Tax Appeals, 17 BTA 196, and remanded 
the case for further proceedings. 

The issue involved was whether income was realized 
from release of liability on a lease deposit. By a lease 
executed in 1920, the tenant of the property involved 
(Keystone Hotel Company) deposited $50,000 with the 
landlord (E. Lewis Jacobs) as security for the performance 
of the lease during its term of 21 years. The landlord 
agreed to return the $50,000, in 1941, paying 4% interest 
meanwhile, if the tenant performed the conditions of the 
lease. In 1923 Jacobs sold the property, subject to the 
lease. The purchasers (Abraham J. Cooper and Samuel 
Cooper) assigned the lease to the Langwell Real Estate 
Corporation, which performed the conditions placed by the 
contract of sale upon the new owners. The agreed pur- 
chase price of the lease was $950,000 of which $100,000 was 
to be paid in cash. Instead of paying $100,000, however, 
the Langwell Real Estate Corporation received credit for 
the $50,000 deposit which was retained by the vendor. In 
June, 1923, the assignee of the lease and the lessee, to 
whom the former had an obligation to return $50,000 in 
1941, executed an agreement by which the lessee released 
claim to the $50,000 and by which the lease was virtually 
cancelled. The Langwell Real Estate Corporation bought 
the furniture and the tenant agreed to vacate at a certain 
time. 

The Appellate Court held that income was realized in 
the full amount of the $50,000 but that the taxpayer should 
be permitted to show the extent of loss sustained by the 
cancellation of the lease, if any, and that.if proof be suffi- 
cient to sustain a finding of loss, that sum should be 
deducted from the said $50,000. 

Tax-exempt Income.—Attorney who acted as counsel for 
the Public Service Commission of West Virginia was a 
State employee whose salary was exempt, his employment 
being under the control and guidance of the Commission. 
It is immaterial that his term of employment was indefinite 
and that he was allowed to continue his private law prac- 
tice.—United States Circuit Court of Appeals, Fourth Cir- 
euit, in David Burnet, Commissioner of Internal Revenue, v. 
F. M. Livezey. No. 3072. Decision of Board of Tax Ap- 
peals, 15 BTA 806, affirmed. 

Income received from a corporation, under a contract 
whereby plaintiff was to receive one-third of the profit 
from the manufacture of a patented article, is held not 
taxable to him in view of an assignment to his wife in 1917 
of the profits to be received, the corporation being notified 
to credit the income to the wife—United States District 
Court, District of New Jersey, in Harry R. Nelson v. Frank 
C. Ferguson, Collector of Internal Revenue. 

Tax Liens, Priority of—Where property of a value of 
approximately $90,000 is encumbered in the amount of 
$104,000 prior to the filing by the United States of a lien 
for unpaid income tax, the United States has no equity in 
the property, and the holders of the superior lien, having 
foreclosed and taken title, are entitled to a decree remov- 
ing the cloud of the Government’s lien from their title, a 
second sale being unnecessary in view of the court’s finding 
that there was nothing in the property for the United 
States. “The decree will not extinguish the lien against 
anything else that the debtor may acquire, nor does it ex- 
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tinguish the debt.”—District Court of the United States, 
Northern District of Texas, Dallas Division, in The Minne- 
sota Mutual Life Insurance Company and Y. C. Meyers v,. 
United States of America. No. 3302-537 Equity. 

Traveling Expenses, Deductions for.—Traveling sales- 
man having no established residence is not entitled under 
the 1921 Act to a deduction for the full amount of his ex- 
penses in the absence of a showing that his living expenses 
were higher by reason of his business than they ordinarily 
would have been. The Commissioner’s allowance of one- 
half of his expenses is sustained, the evidence presented 
being insufficient to rebut such allowance.—United States 
Circuit Court of Appeals, Second Circuit, in Charles E. 
Duncan v. Commissioner of Internal Revenue. Decision of 
Board of Tax Appeals, 17 BTA 1088, affirmed. 

Trusts, Taxation of.—Earned income credit in Section 
31 of the 1928 Act applies only to individuals, and may not 
be deducted on the return of a trust, as the scope of the 
word “individual” may not be enlarged to include a trust. 
The taxing statutes impose the tax upon the net income 
of the estate or trust, and the trustee in paying the tax is 
acting only in a fiduciary relationship.—United States Cir- 
cuit Court of Appeals, Eighth Circuit, in 4. B. Allen, Col- 
lector of Internal Revenue at Omaha, Neb. v. Edgar B. Mors- 
man, Jr., Trustee, etc. No. 8938. Nov. term, 1930. Decision 
of the lower court reversed. 

Massachusetts real estate trust is held to have been. an 
association conducting business for profit and taxable as a 
corporation for the five years ended June 30, 1926. AI- 
though it originated under a decree of the Probate Court 
which authorized the testamentary trustees to transfer the 
property to themselves as trustees and issue transferable 
shares to the beneficiaries, instead of selling the property, 
the broad business powers of the trustees went far beyond 
liquidation.—United States Circuit Court of Appeals, First 
Circuit, in Robert H. Gardiner et al., Trustees, v. United 
States of America. No. 2531. Oct. term, 1930. Decision 
of District Court, 43 Fed. (2d) 450, affirmed. 

Widow’s Allowance, Taxation of under California Law. 
—Amount received in 1923 by a widow as a family allow- 
ance from her husband’s estate, pursuant to California law, 
is not taxable income, being analogous to alimony which 
was held not to constitute income in Gould v. Gould, 245 
U. S. 151.—United States Circuit Court of. Appeals, Ninth 
Circuit, in Mary M. Buck v. John P. McLaughlin, Collector. 
No. 6244. This opinion, which reverses the District Court 
decision, was rendered on a rehearing. Contrary opinion, 
43 Fed. (2d) 509, rendered on November 10, 1930, was 
withdrawn. 


Business Reading for Profit 
By Ordway Tead 


we"' can I read about general Economics—is a ques- 
tion often asked by business men. The answer has 
been hard to find. So many Economics texts have been 
remote from business, have been too long and too hard to 
read. Now Paul F. Gemmill has turned the trick. In his 
“Economics of American Business” (Harper’s) he has 
talked economic principles, but he has shown how they 
bear on American business practice. As Henry P. Kendall, 
President of the Kendall Company of Boston says, “This 
is the first book to my knowledge which explains basic 
principles and makes their application to those fields of 
business and business problems with which business men 
and laymen are generally familiar.” 

eo. e's 


Interest in Russia among American business men is on 
the up and up. The reasons for this are no doubt mixed. 
But many manufacturers realize that there is a market 
there for them,if they only knew how to reach it. Several 
friends close to the Russian situation tell me that Calvin 
B. Hoover’s book, “The Economic Life of Soviet Russia” 
(Macmillan) is one of the best for general economic in- 
formation. And of course you know the readable and 
authentic recent study of Russian manners and customs 
“Humanity Uprooted” by Maurice Hindus (Cape & Smith). 
In connection with improved methods of foreign trade in 
general, you will find practical help in “Advertising and 
Selling Abroad” (Harper’s) written by no less an authority 
than F. R. Eldridge, Executive Vice-President, American 
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Manufacturers’ Export Association. The export trade papers 
have been unanimous in commending it. For example, 
Dun’s International Review says: 
“The book, with the broad and intimate range it 
covers should be of substantial value alike to the one 


just entering the export field and the seasoned exporter.” 
[ce © @ 


If you haven’t seen the brief, compact and meaty leaflet 
prepared by the President’s Emergency Committee on Em- 
ployment, “Outline of Industrial Policies and Practices in 
the Time of Reduced Operation and Employment,” you 
should write to Washington for a free copy. It has sug- 
gestions that many manufacturers can turn to their own 


advantage in their efforts to stabilize production and sales. 
ST ee oe 


Another contribution to the study of unemployment 
which should receive attention from business men is “Un- 
employment Benefits in the United States: The Plans and 
Their Setting,” by Bryce M. Stewart and others (Industrial 
Relations Counselors, Inc., New York, 1930.) This is a 
scientific and unbiased statement of all the American ex- 
perience with compensation for involuntary idleness and 
will prove a real guide to any executive thinking along 
these lines. e7> SCF 

Speaking of money, as everyone is, the study by J. May- 
nard Keynes “A Treatise on Money” (Harcourt, Brace) is 
nothing like as interesting reading as his famous “Economic 
Consequences of the Peace.” But every banker and every- 
one interested in stable prices, in the influence of the gold 
supply on industry, in the international control of invest- 
ment and similar questions, will have to cope with Keynes. 
Now that the League of Nations and the Bank for Inter- 
national Settlements are working on currency problems, 
you can’t talk their language if you don’t know your 
Treatise! pe ee ee Se ee 


¢ 
The Massachusetts’ Board of Tax Appeals 
(Continued from page 135) 

uals holding the office. This procedure is quite dif- 
ferent from the law as it was prior to December 1, 
1930, because under that the Commonwealth or the 
city or town was made defendant and not its admin- 
istrative officers. Rule 7 of the board provides that 
“unless the tax in issue is abated in full or the appeal 
is withdrawn by the appellant, or unless a motion 
is filed under Rule 12, the appellee shall, within thirty 
days of the date of filing the petition, file with the 
clerk an original and four clear copies of his answer.” 
The service of the petition is made on the appellee 
and then appeal is made to the Board of Tax Ap- 
peals who in turn notifies the appellee that such 
appeal has been entered. The law provides that 
“within twenty days of the date of the filing of such 
petition upon appeal, the appellee may abate the 
tax appealed from in whole or in part or change his 
or its determination.” ‘This in substance means that 
the tax authority has four months in which to al- 
low or deny a petition for abatement and after appeal 
to the Board of Tax Appeals twenty days more to 
consider the request for abatement, and if then an 
abatement satisfactory to the appellant is granted 
no hearing is to be held by the Board of Tax Ap- 
peals. 

The Board of Tax Appeals has had severai hear- 
ings on motions and petitions but has as yet handed 
down no “findings of facts” or written opinions. 
With the completion of the first three and one-half 
months of the Board of Tax Appeals’ active ex- 
istence there are found docketed eighty cases, of 
which sixty-four are on local tax assessments and 
sixteen on state tax assessments. There are several 
textile mill cases pending before certain boards of 
County Commissioners which may be transferred to 
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the Board of Tax Appeals. The assessments of 1931 
are quite likely to furnish a very substantial crop of 
tax appeal cases for the Board of Tax Appeals. The 
board has laid well its ground work and there is 
every reason to believe that its work will bring gen- 
eral commendation. Massachusetts, first in many 
governmental ventures, is again likely to lead the 
way for other states, which may find it highly de- 
sirable to adopt a similar board of tax appeals. 


The Integration of Governments and 


Fiscal Systems 
(Continued from page 132) 

This ideal will be very difficult to achieve but the 
attempt should be made so to develop governments, 
their structure, functions and fiscal systems that it 
may be gradually attained. The state and local 
fiscal systems may be taken as a starting point. The 
property tax, which is the prevailing source of state 
and local revenue, is now locally administered 
through locally-elected officials under state super- 
vision; it should be made a state-administered tax, 
with the assessors and their supervisors state offi- 
cials, receiving their positions by appointment rather 
than election and holding them under proper civil 
service rules. The valuations of taxable property 
should be made by appraisal methods under ap- 
proved techniques, which would result in more uni- 
form and-better assessments than those now made 
by local officials under nominal supervision by the 
state; territorial inequalities’ could be eliminated 
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and the need for equalization would disappear. The 
objection is urged that state assessments would 
mean the loss of local knowledge which is essential 
to the successful operation of the property tax, but 
the demand for such information from local officials 
is tantamount to a request for no administration 
whatever. The employment of approved assess- 
ment techniques by state-appointed civil service offi- 
cials is vastly superior to the hiring of locally-elected 
officers with their groups of friends and political 
associates, all of whom are remembered on assess- 
ment day. Card files with appropriate information 
at the disposal of state officers will soon displace the 
scattered, miscellaneous information of part-time 
local assessors. An impersonal assessment force, 
such as the state would provide, could easily improve 
existing assessments. The state would be responsi- 
ble for equitable valuations and its interest in the 
system could be guaranteed by the continuance of 
a state property tax. Local needs could be met, in 
part, by local additions to the state rate. This pro- 
posal reverses the present arrangement under which 
the state uses local valuations as the base upon which 
state taxes are imposed. By allowing the localities 
to make additions to a state rate or to make levies 
based upon a state valuation, some of the evils of 
the general real estate tax could be avoided. 


Adequate local revenues could be assured by 
granting to these governments a portion of the pro- 
ceeds from income and faculty taxes imposed under 
the direction of the states. The administration of 
these taxes, like the property tax, would be in the 
hands of the state, but the proceeds from them would 
be allocated to various governments, state or local, 
according to the jurisdiction which could best per- 
form desired functions. This proposal assigns the 
administration of the revenue system to that unit of 
government which can most effectively administer 
tax laws but allocates funds where they can best be 
used to increase the benefits from government. 

Adjustments between state and federal fiscal sys- 
tems also appear to be desirable. It is suggested 
that income and inheritance taxes should be placed 
under the control of the federal government, where 
one tax centrally controlled would supplant the 
many state taxes now collected. The rates and ex- 
emptions of the federal taxes should either be read- 
justed or the states should be allowed to impose 
given additions to the federal rates, but in any case 
the administration of the taxes should be lodged 
with a central government. The proceeds from the 
taxes should be shared between the federal and state 
governments, the latter in turn dividing them with 
the localities. Such a plan would secure territorial 
uniformity in taxation and would eliminate tax com- 
petition, double taxation and jurisdictional conflicts 
between the states. Single income and inheritance 
taxes for the nation would make possible the ad- 
justment of tax burdens to individual taxable capac- 
ity. Although considerable difficulty might be 
experienced in developing a suitable distribution 
formula, this task should not be regarded as hope- 
less. Certainly all governments should be able to 
receive as much as they are now getting from these 
sources. : 


THE TAX MAGAZINE 








April, 1931 


The taxation of interstate business should also 
devolve upon the federal government. The adequate 
taxation of interstate corporate property and income 
is impossible under our system of government. If 
these taxes were likewise shared with the localities, 
no valid objection can be made to their transfer to 
the national government. Other taxing powers may 
from time to time be profitably conferred upon the 
national unit so that a general system of taxation ac- 
cording to ability may be developed. The use of 
impersonal taxes should be more generally restricted 
and limited benefit levies should be restricted to 
state and local governments. 


The development of such a tax system should be 
accompanied by the upward transfer of numerous 
governmental functions. States should take over 
many functions now being performed by township 
and county units, while the federal government 
should perform numerous services now being per- 
formed by the states. The upward transfer of func- 
tions would tend to increase the expenditures of the 
larger political units, and would gradually eliminate 
the necessity for the continued existence of the 
smaller political subdivisions. Such functions as 
the local governments continue to perform could be 
supported on the basis of subventions. The danger 
of giving complete financial control to the central 
government coyld be obviated by allowing local, 
state or regional districts to have some voice in 
the distribution of funds. The lack of any clear cut 
lines between federal, state and local functions or 
expenditures makes it doubtful whether the dangers 
of central control would be realized. In any event, 
governmental and fiscal integration appears to be 
a desirable alternative to the present chaos in inter- 
governmental, functional and fiscal relations. 


Although the complete realization of fiscal and 
governmental integration is decidedly remote, the 
immediate steps which can be taken under such a 
plan deserves serious consideration. Governmental 
consolidation and fiscal integration within the state 
can be undertaken immediately. The improvement 
of the fiscal relations between the state and the 
nation perhaps must wait until there is more gen- 
eral recognition of the problems involved. In the 
meantime, the study of the problems might well be 
investigated by a joint state and Federal commis- 
sion. 


The Taxation of Intangible Property 
(Continued from page 140) 


The constitutions of nine of the personal income 
tax states require taxation of taxed intangibles at 
the general property tax rates, although four of 
these, Massachusetts, Mississippi, New Hampshire 
and Tennessee, are among the eight states which 
exempt most intangibles from property taxes. (It 
is interesting to note the prevalence in the South of 
the combination of property taxes on intangibles 
with personal income taxes, a situation which is not 
found in any of the nosthern or western states.) 

Thus it is found that twenty-five states now tax 
important classes of intangibles by methods other 
than that of the general property tax. 

(Continued on page 156) 
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*TAX CHARTS- 





The Tax Research Foundation offers the second edition of its STATE AND FEDERAL 
TAX SYSTEMS consisting of more than seventy charts, describing and affording a means 
of comparison of all taxing systems of the Federal and State Governments. Included are 
the bases for taxation, rates, methods of collection, administration and distribution, etc. The 
new edition consists of charts for the United States, each of the forty-eight States and the 
District of Columbia, Alaska and Hawaii, certain of the Canadian Provinces, and a number 
of European Governments and States. All data is thoroughly revised and brought down to 
January 1, 1931. The work constitutes a modern tax encyclopedia. 





*TAX CHARTS: 


In this painstaking and laborious undertaking to chart the taxing systems of the 
world, the members of the Tax Research Foundation are giving the scientific and business 
worlds a means of quick reference to the tax facts essential to the study of taxation and for 
the guidance of business and the professions. The work is not for profit — the collaborators 
contribute their time and effort, the New York State Tax Commission extends its invaluable 
direction, and Commerce Clearing House, Inc., Loose Leaf Service Division of The Cor- 
poration Trust Company, offers its facilities for the publication of the work. To return the 
cost, the publication is sold for $5.00 per copy, while schools, universities and scientific organi- 
zations are furnished with quantities at special prices. Your patronage is solicited. 





‘ 


-TAX CHARTS- 





Commerce Clearing House, Inc., TM 4-31 
205 West Monroe Street, Chicago, Illinois. 


Send the Second Edition of “Federal and State Tax Systems,” cost—$5.00 
for which check is enclosed. 
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(Continued from page 154) 

It should be borne in mind by the reader of Table 
1 that this table is intended to indicate the general 
rule in each case and that there are exceptions to 
many of the items there indicated. However, Col- 
umn 9 does not permit any exceptions. It is for this 
reason that only four states are listed therein. These 
are Massachusetts, New Hampshire, New York and 
Wisconsin. All exempted intangibles when they 
enacted their personal income tax laws. Four other 
states exempt practically all intangibles. - These are 
Idaho, where only corporation securities are taxable, 
Mississippi, where practically all intangibles bearing 
interest at six per cent or less are exempt, Oregon, 
where only property not reached by the income tax 
is taxable, Washington, where only cash is taxable, 
and Tennessee, where only money and deposits are 
taxable to individuals. 

In the case of the specific exemptions, the sys- 
tems of the different states present such extreme 
variations that any tabulation must be confined 
within very narrow classes, and because these 
classes are so narrow, few of them are applicable to 
more than a few states. Furthermore, even within 
these narrow limits it is necessary to qualify the 
information shown to a considerable extent. 

It will be noted that the type of property most 
commonly exempted is the stock of domestic cor- 
porations whose property or capital is taxed by the 
state offering the exemption. The two reasons for 
this exemption are doubtless the fact that the double 
burden resulting from the taxation of both wealth 
and the evidences of equities in the same wealth at the 
same time is so obvious in this case, and the at- 
tempts of the legislatures to attract corporate busi- 
ness to their respective states. 

There have been listed in Columns 16 and 18 all 
states. in which the value of the property of the 
corporation is deducted from the assessed value of 
the shares. All but two of the states offer this ex- 
emption, thus defined, but the manner by which it is 
expressed is by no means uniform. A few divergent 
cases may be pointed out as illustrations. In 
Nevada the exemption is not allowed unless all of 
the property of the corporation is located in that 
state; while in West Vi irginia it is only necessary 
that the property be taxed in some state. In the 
District of Columbia, taxability is determined by the 
location of the principal office and the principal prop- 
erty, while in Kentucky 75 per cent of the property 
must be taxed by that state. 

Thirty-nine states extend similar privileges to 
holders of the shares of foreign corporations. 

The information contained in Columns 15 to 18 
might be termed an index of governmental good 
manners. Many states, while recognizing the in- 
equity of taxing the shares of corporations whose 
property they tax, refuse to relinquish the tax on the 
shares if another state taxes the property. Like- 
wise, states which exempt shares of domestic cor- 
porations frequently refuse to exempt shares of 
foreign corporations. The conclusion is that the 
desire to attract industry in these cases is a more 
powerful motivating force than the desire to estab- 
lish equitable tax systems. However, twenty-two 
states extend the exemption to the shares of all do- 
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mestic corporations, while seventeen exempt the 
shares of all foreign corporations. 

It should be noted that these columns do not in- 
clude any cases of exemption of securities in which 
property is classified by class of business rather than 
by class of property. Illustrations of the former 
type of exemption are found in the cases of Iowa, 
which exempts the stock of manufacturing and mer- 
cantile corporations, and Missouri, which exempts 
the stock of manufacturing corporations. In Maine, 
the exemption follows industrial lines, but the ex- 
empted group is so large that this state has, never- 
theless, been included.* 

Columns 19 to 22 show the states in which cor- 
poration bonds are exempt. Nineteen states exempt 
all corporate bonds secured by domestic real estate. 
In five of these states, however, the exemption from 
annual taxation depends upon the payment of single 
recording or registration taxes. Twelve states ex- 
empt all bonds of domestic corporations and eleven 
states exempt all corporate bonds. 

There have not been included in Columns 19 to 
20, any cases in which the exemption depends on the 
rate of interest which the bond pays, as for instance, 
the Mississippi exemption, which is limited to bonds 
paying six per cent interest or less. 

Next to corporation securities the properties most 
commonly exempted are mortgages secured by do- 
mestic real estate. Twenty-six states grant this 
exemption and twelve of these extend it to all mort- 
gages. In some of these states, however, the 
exemption depends, as in the case of the bonds, on 
the payment of mortgage recording taxes. Those 
states have been included in. this column in which 
the value of the property is deductible from the 
assessed value of the mortgage, or in which the two 
are assessed as a unit. Where this-is the case the 
tax is almost invariably borne solely by the mort- 
gagor, and the result is practical exemption of the 
mortgagee, a situation which probably applies to 
most mortgage taxes of any kind, but which in these 
cases results in no double taxation. 

The mortgage and the property by which it is 
secured are taxed as a unit in Colorado, Nebraska 
and Nevada, and in Vermont if the mortgage bears 
more than 6 per cent interest. In Indiana the mort- 
gage debt, up to $1,000, but not to exceed one-half 
of the assessed value of the mortgaged property, is 
deductible from the latter. Because of the limits, 
this state is not included in Column 14. 


The Connecticut law contains an interesting pro- 
vision to the effect that the amount by which the 
value of a mortgage exceeds the assessed value of 
the property by which it is secured is taxable. This 
excess, if any, would probably be taxable in Massa- 
chusetts and some other states, but in those states 
this is not expressly provided in the laws. 

The only state which is not listed in any of the 
exemption columns of Table 1 is Iowa, and this 
state exempts the stock of certain manufacturing, 

(Continued on page 158) 


‘The shares exempted are those of domestic manufacturing, mining, 
smelting, stock raising, agricultural, and real estate corporations, trust 
companies, national banks and utilities paying the corporate excess tax. 
There is a court decision in which it is declared that the taxation of both 
the property and the stock of corporations is double taxation. The gen- 
eral practice, appyling to practically all corporations, is to deduct the 
value of the property from the value of the shares. 
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notes or bonds, judgments, 
public loans or bonds, shares 
of stock, annuities yielding 
annually over $200, and 
agreements and _ accounts 
bearing interest. 



































indebtedness issued by Penn- 
sylvania or any state politi- 
cal subdivision; certificates 
of indebtedness of any Penn- 
sylvania corporation for prof- 
it or of any foreign corpo- 
ration. 














Per Cent other evidences of indebt- 
, of full edness and exclusions Inquisitorial Powers of Distribution 
State Intangibles Taxed Rate Value indicated by heading above Assessors of Tax 
Kentucky Bonds, stocks, mortgages, 5 mills 100% State, county or district County tax commissioners State 
money, accounts, notes and bonds. Stock of corpora- have authority under the tax 
credits. tions having at least three- law to examine all records 
fourths of their property lo- of any individual, corpora- 
cated in Kentucky. tion or co-partnership. Cor- 
porations must make report 
of their stockholders, bond- 
holders, and these are segre- 
gated to the county tax com- 
missioners. ; 
Maryland Bonds and other evidences of 414 mills 100% Maryland state, county or Statements under oath. State 1% mills 
debt bearing interest. Divi- city bonds. Interest bearing 
dend paying stock in foreign mortgages (not including cor- Local 3 mills 
corporations. porate bonds) if underlying 
property is entirely situated 
in Maryland whether on 
realty or personalty. Stock 
of domestic corporations do- 
ing no business in Maryland 
and practically all other do- 
mestic corporations. Money 
on hand and on deposit. 
Open book accounts and 
commercial paper in due 
course. All stocks or bonds 
* on which no dividends or in- 
terest were paid during the 
twelve months preceding as- 
sessment date. 

Minnesota Money and credits owned 3 mills 100% Bonds of Minnesota and po- Assessors are permitted to 1/6 to State 
by resident individuals and litical subdivisions. Stock of examine all parties under 1/6 to County 
by foreign corporations as to domestic business corpora- oath, and are permitted to % to City, Vil- 
such property as has acquired tions. (Intangibles owned gain such other information lage or Town- 
a business situs within the by domestic corporations are as is possible by interrogat- ship. 
state. (Includes bank de- taxed as a part of the “cor- ing others in reference to the % to School 
posits, open book accounts, porate excess.’”) Mortgages property of the person about District in 
evidenced receivables, judg- secured by Minnesota real to be assessed. which the 
ments, annuities, royalties, estate. property is as- 
chattel mortgages, real estate sessed. 
mortgages on land situated 
outside of the state and 
shares of stock in corpora- 
tions the property of which 
is not taxed in Minnesota.) 

(No offsets for debts.) 

Montana Monies, secured and unse- Local 7% Bonds, notes or other evi- Same as for other classes. According to 
cured credits, state, county rates dences of debt secured by levies. 
school district and municipal mortgage on property situ- 
bonds, warrants and securi- ated in Montana. 
ties; except monied capital 
in the banking business or 
competing therewith. 

Securities of foreign and do- Local 40% Stock of corporations when 

mestic corporations. rates the property of the corpora- 
tion represented by such 
stock is within the state and 
taxed; otherwise tax is pro- 
portionate. 

Nebraska Class A—Money, deposits, 24 mills 100% Bonds and other evidences of Have right to examine the State 1/6 
checks, drafts and bills of indebtedness of taxing subdi- taxpayer or any of his rec- County 1/6 
——. visions of the state. ords. School 4% 
(No offset for debts.) . City % 

Class B—AIl other intangi- 8 mills 100% Shares of stock of domestic 
bles including mortgages corporations (Are taxed to 
on property located out- the issuing corporation and 
side the state. such taxes are then a lien 
Mortgages on real estate in Local on_ the stock which may be 
Nebraska are taxed as an in- rates enforced by the corporation 

’ terest therein. at its option). 

Oklahoma Money and credits (money, 2 mills 100% Moneyed capital in competi- Statement under oath. As- County: 
certificates of deposits and - tion with national banks, cer- sessor may estimate value 14—general 
other evidences thereof, of tificates of stock or evidences not reported and add 50% a4 
individuals, partnerships, cor- of deposit issued by building penalty, or revise value re- '%—school 
porations, building and loan and loan associations and ported. fund. 
associations, joint stock as- held by depositor or certifi- 
sociations and trust associa- cate-holder. 
tions in Oklahoma). 

Pennsylvania Local Tax: Moneys owing 4 mills 100%; Shares of stock of any cor- Statement under oath. If taxpayer Local 
by solvent debtors, all other market poration. doing business in fails to make return within the al- 
moneyed capital in hands of value the state and paying tax on lotted time, the assessor may esti- 
individuals, all accounts for capital stock to the state; mate such return; county commis- 
bearing interest, mortgages, securities bonds or other certificates of 


sioners may add 50% to such esti- 
mate; taxpayer must pay on the 
estimated return unless he convinces 
the county commissioners that it is 
excessive in which event, he is per- 
mitted to file a corrected return. 
The assessors are required, in the 
case of death of any taxable person, 
who failed to make proper and suffi- 
cient return, to assess or reassess 
any such personal property for any 
former years, not exceeding 5 years 
and collect tax, together with in- 
terest thereon, at rate of 6% yearly. 
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Per Cent 
of full 
Value 

Nominal 
Value 


Rate 
4 mills 


Intangibles Taxed 


State Tax: Scrip, bonds, 
certificates and evidences of 
indebtedness of private cor- 
porations doing business in 
state, and of any state politi- 
cal subdivision. (Collected 
from the treasurer of the is- 
suing corporation.) 





Exemptions—other than 
United States bonds or 
other evidences of indebt- 
edness and exclusions 
indicated by heading above 
Mortgages, loans, etc., upon 


which the county 4 mill tax 
is paid. 


Inquisitorial Powers of 
Assessors 


The state department of rev- 
enue may estimate valuation 
of scrip, bonds, certificates 
and evidences of indebted- 
ness of private corporations 
failing or refusing to make a 
return; no appeal from such 
tax settlement ; 10% penalty 
added to tax. 


Distribution 
of Tax 


State 





Rhode 


Money, bank deposits, open 
Island 


book accounts, evidenced re- 
ceivables, municipal bonds 
and other securities not ex- 
empted when owned by indi- 
viduals and _ partnerships. 
(Payables may be deducted 
from receivables.) 
(Corporations taxed on cor- 
porate excess.) 


Bonds of the state. Stocks 
bonds, etc., of foreign and 
domestic ordinary business 
corporations doing business 
in the state. Also, most 
public utility companies do- 
ing business in the state. 


Statement under oath. 


Corporation 
taxes payable 
to state, other 
taxes for mu- 
nicipal purpo- 
ses. 





South Money and credits, including mills 
Dakota bank deposits, open book ac- 
counts, evidenced receivables, 
annuities, royalties and stock 
in corporations which are not 
assessed or taxed in the 


state. 

Monies, credits, choses in ac- 
tion, stocks of foreign cor- 
porations. 





Vermont 





Bonds, notes and other evi- 5 mills 
dences of indebtedness. 

Money. 2 
Monied capital in competi- 10 
tion with National banks. 
Capital not otherwise taxed. 7% mills 


Virginia 


mills 
mills 


Bonds of South Dakota and 
political subdivisions. Stock 
of corporations whose prop- 
erty is taxed in South Da- 
kota. 


Full authority to examine 
books, call witnesses, etc. 





Money loaned in Vermont at 
interest not exceeding 5%, 
U. S. bonds, Vermont state 
bonds, stock in corporations 
whose property is taxable 
under Vermont laws. 


State 4 
County % 
Local School 
Fund 4% 


Apportioned 
between all lo- 
cal taxing dis- 
tricts in which 
taxpayer re- 
sides “accord- 
ing to the ra- 
tio of the tax 
rates in such 
taxing dis- 
tricts.” 





Shares of stock issued by 
any corporation, foreign or 
domestic, except shares is- 
sued by banks and _ trust 
companies. 


Full powers 


State 





(Continued from page 156) 
merchandising, utility and loan corporations. Thus, 
there is no state which does not exempt some in- 
tangibles, while there are four which exempt all and 
nine which exempt practically all such property. 

The information presented in the foregoing para- 
graphs may be summarized as follows: Thirty- 
three states have the power to tax intangibles i in any 
way that they see fit. In thirty-one states certain 
taxable intangibles are taxed at the general rates, 
although in some of these states the laws are prac- 
tically dead letters. In fifteen states and the Dis- 
trict of Columbia some intangibles are taxed at 
special low rates or on special low valuations. Nine 
states impose mortgage recording taxes, and in 
eight of these the recording taxes are in lieu of an- 
nual taxes. Three states impose special taxes on the 
incomes from intangibles and in six other states the 
general personal income taxes are in lieu of intan- 
gible property taxes. Finally, all states exempt 
some classes of intangible property from annual ad- 
valorem taxes, and the types of property most com- 
monly exempted, in the order of the frequency of 
exemption are: stock of domestic corporations 
whose property and/or capital is taxed in the ex- 
empting state, stock of foreign corporations whose 
property and/or capital is taxed in the exempting 
state, and mortgages secured by real estate located 
within the exempting state. Each of these classes 
of intangibles is exempted by more than half of the 
states. 





In conclusion, it 


may be pointed out that the 


American property taxes have developed along such 
widely divergent lines that this country now has in 
fact forty-nine systems of taxing intangible prop- 
erty, between many of which it is difficult to find a 
single common characteristic. 

The legislature which attacks the problems of the 
intangible property tax this year will have many 
existing practices from which to choose, and it 
should find much experience to guide its choice. 


Table 4 


BANK DEPOSIT TAXES IMPOSED “AT THE SOURCE” 


BY 
VARIOUS STATES, JANUARY 1, 1931 














Rate 
State (mills) 
Connecticut 
Kentucky 
Maine 
Maryland 
Massachusetts 
New Hampshire 
Rhode Island 


Vermont 


Base 


Savings deposits 

All bank deposits 

Time and interest-bearing deposits* 
Savings deposits** ............. 
Savings deposits*** 

Savings deposits**** 

All money and deposits .. 

Deposits and accumulations 











*Time deposits and deposits bearing interest at 3% or more, less 
deposits invested in tax exempts. 
**Franchise tax on savings banks, trust companies, 
by savings deposits. 
***Less deposits invested in Mass. 
estate, or exempt securities. 


****Savings banks, trust companies, etc., except building and loan 
associations. Savings deposits bearing interest, less deposits in- 
vested in N. H. real estate, mortgage loans on N. H. real estate, 
bearing interest not over 5%, and exempt securities. 


etc., measured 


real estate, loans on Mass. real 





